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PREFACE 

TO ELEVENTH EDITION 


There are, it is said, three mam causes which dispose man 
to madness, namely, love, ambition, and the study of cur- 
rency problems, the last bemg the worst of the three 
Indeed, the rapidity with which monetary units, currency 
standards, and bases of exchange have been altered m 
recent years is enough to try the samty of the most stohd 
man When the previous edition of this book was pub- 
lished a year ago, one considered that somethmg like 
finality had been reached, but, alas, furtlier adjustments 
contmue to take place What these are will be seen in the 
chapters dealmg with devaluation m France and various 
other coimtnes, all of which have been revised to admit of 
the incorporation of the latest details concerning new 
parities, alteration m the methods of quotmg rates, and 
so on 

Other parts of the book have been revised to keep it up 
to date, and the opportumty has been taken to make some 
adjustment in the pages for the convemence of readers 


Authors’ Club, 

2 Whitehall Court, 
London, S W 1 
November, 1937 
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PREFACE 

TO TENTH EDITION 


The theory and practice of foreign exchange has been the 
subject of much alteration smce this book was first pub- 
hshed twenty-one years ago, and m each of the nine 
succeedmg editions many mteresting developments have 
been explamed Times change, however, and we change 
with them, and the foreign exchange operator of to-day has 
to deal with a far greater diversity of problems than fell 
to the lot of his prototype m 1915 to solve Monetary 
standards have changed , methods of quotmg have altered , 
new panties have been evolved, few countnes are on the 
gold standard, while even the age-old silver-usmg countnes 
have dropped the silver moormg from their currencies 
Managed currencies are, m fact, almost universal The day 
of general stabihiation of currencies is not yet, and until 
that day comes we have to take thmgs as they are, not 
as they ought to be 

The object, then, of this edition is to present the position 
of the foreign exchanges of io-tLay A large part of the book 
has been rewntten, out-of-date matter discarded, and 
much new matenal added Practical examples, wherever 
possible, have been given to illustrate current methods of 
operatmg, and these, together with new pages on the draw- 
ing and negotiation of bills of exchange, it is hoped will 
prove useful both to students and to commercial men 

New chapters on the Chma Exchanges and on Exchange 
Restnctions have been added An Appendix on the 

VU 
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PREtACE 


Devaluation of the French franc and other currencies in 
Octobei, 1936, has been added and the Appendix on the 
Foreign Exchanges and the Great War has been retamed 
owing to its proved utihty to bankers and others for refer- 
ence purposes 

The author records his grateful thanks to the many 
foreign and colonial bankers who have freely placed their 
expert laiowledge at his disposal, and to the editors of 
The Turns t Trade and Engineering, and Bankers’ Magazine 
for permission to use, where necessary, extracts from 
special articles he has contnbuted to those journals 

W F SPALDING 

Authors' Club, 

2 Whitehall Court, 

London, S W 1 
October , 1936 



PREFACE 

TO FIRST EDITION 

The object of this work is to present in a concise and 
simple form the theory and practice of Foreign Exchange 
At first sight some apology may appear to be due for adding 
to the long list of books on monetary science, but leference 
to the table of contents will show that special attention 
has been paid to that more practical part of the subject — 
foreign bills The drawing and negotiation of foreign bills 
are matters which concern not only bankers, but all 
commercial men, and, bearing this in mind, an endeavour 
has been made throughout the book to intersperse the 
practical with the theoretical points 

To explain the working of foreign exchanges in a simple 
manner is not easy, and the frequent dislocation of the 
pnnapal exchanges dunng the war has not conduced to 
the simplicity of the task The erratic movements in 
rates have, however, funushed abundant matenal from 
which to draw the necessary illustrations in support of the 
theones I have tned to make plain 

Exchange with the silver-using countnes of the East 
seems to be a general source of trouble to people dealing 
with those centres, and in deference to many requests, I 
have taken the opportunity to include one or two chapters 
on the Eastern exchanges, which I hope will serve to remove 
the difi&culties which appear to surround this part of the 
subject 

My thanks are due to the managers and agents of the 
vanous foreign and colonial banks in London for much 
valuable advice and assistance, more particularly, perhaps, 
to Mr R W Jeans, of the Bank of Australasia, Mr E J 
Osborne, of the National Bank of Austialia, Mr F S C 
Norman, of the Standard Bank of South Africa, and to 
my fnend, Mr H C Sonne, of Denmark 



PREFACE 


Government Departments have, as usual, been leady 
to help wherever possible by facilitating reference to trade 
statistics, and in this respect I am specially indebted to 
the Right Hon Sir George H Reid, P C , K C , G C M G., 
and Mr G H Knibbs, of Australia, and to His Excellency 
Don Vicente J Dominguez, of the Argentine Republic. 

Throughout this book free use, where necessary, has 
been made of the details contained in the various articles 
and reviews I have contnbuted from time to time to the 
Journal of the Institute of Bankers, the Bankers’ Magazine, 
and the Economic Journal, and acknowledgment is hereby 
made of the courtesy of the respective editors for the 
consent to utilize such matenal 

WILLIAM F SPALDING 
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FOREIGN EXCH"^^3S!5QB: 
AND FOREIGN BIEIBSP 

CHAPTER I 

INTRODUCTORY AND EXPIANATORY 

The pathway of international exchange is always a thorny 
one, and in the past wnters have been apt to expound 
theories on the subject too abstruse to be intelligible to 
that illusive friend of the pohticians — ^the man in the 
i.treet Technical dissertations on the exchanges may, 
and possibly do, interest bankers, money brokers and the 
like, but the general student who has to commence the 
subject from its very alphabet, so to speak, sometimes 
finds himself unable to grasp the intncacies of the problem 
set before him Indeed, the method of working the 
foreign exchanges has been so little understood in these 
Islands, that when we see a person setting out to tackle 
the subject, it is difficult to know whether to pity or to 
envy him 

He IS understood to be about to dabble in a branch of 
economics, the pnnciples of which are interesting only to 
painstaking foreigners or much-abused university pro- 
fessors, the sort of thmg, in fact, immortahzed by George 
Ehot in her immitable descnption of the Reverend Cas- 
aubon’s heroic, dry-as-dust researches 
It need hardly be said that the dust surrounding the 
subject IS more apparent than real, and if the reader will 
boldly cast aside this hj^pothetical covenng, he will find 
the study of exchange in relation to monetary affairs to 
be both interesting and fascinating 
It is only m recent years that education authorities have 
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included this branch of science m their curriculum Why the 
subject was for so long neglected, it is hard to say Possibly 
it was due to that insular prejudice which regards anything 
off the beaten track as unworthy of attention, but the fact 
remains that while we had been content to relegate the 
study to the chosen few whose business it was to direct the 
banking operations of the country, large numbers of 
Continental students had been industriously acquiring a 
thorough theoretical knowledge of the foreign exchanges, 
with the not unnatural result that when practical problems 
m connection with mternational finance came to be solved, 
the British bank clerks and the like often found themselves 
ousted by the foreigner 

' It was not until the Great War that people began 
seriously to interest themselves m the foreign exchanges . 
There was a desire to be informed as to the reason why 
one country’s monetary unit should depreciate while that 
of another appreciated In the autumn of 1915 there was 
found to be no definite course in any of the commercial 
colleges m foreign exchange, and with the object of remov- 
ing that reproach, the wnter was requested by the Educa- 
tional Adviser to the City of London College to deliver a 
series of lectures on the subject Early in the course it 
became necessary to explam to university students the 
importance of the exchanges to those who contemplated the 
adoption of a commercial career 

" Why,” it was asked, " is it necessary to acquire a 
knowledge of the pnnciples underlying foreign exchange ? " 
Briefly slated, the reply was that the trend of events 
following the outbreak of the Great War had amply demon- 
strated the necessity for something more than a passing 
acquaintance with the subject For the rest, the attention 
of students is directed to the words of one, Thomas Mun, 
who wrote a small treatise m the year 1664 This old wnter 
set down what he termed the excellent qualities required 
in a perfect merchant These are his words 
" He ought to know the measures, weights, and monies of 
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all foreign countries, especially where we have a trade, and 
the monies not onely by their several denommations, but 
also by their intrmsique values in weight and fineness, 
compared with the standard of this Kmgdome, without 
which he cannot well direct his affaires He ought to under- 
stand, and to be a dJigent observer of the rates of exchanges 
by bills, from one State to another, whereby he may the 
better direct his affairs, and remit over and receive home his 
monies to the most advantage possible ” 

If this advice was pertinent in 1664, how much more 
applicable is it in the year 1936? 

A person who has attained a reasonable degree of pro- 
ficiency m the study of the foreign exchanges is able to 
understand clearly why a heavy Continental demand for 
gold adversely affects the pnce of money on the London 
market he is m a position to comprehend why the 
breaking off of diplomatic relations between two nations 
causes wholesale dislocation on the stock markets of other 
distant countries without soanng to prophetic heights 
he will be able to forecast the effect of a fall in the pnce 
of silver in London on the operations of those whose trade 
is with the Far Fast, and, in addition to grasping the 
significance of these panoramic changes, he will appreciate 
the real methods of hquidating international indebtedness 
The reader must not conclude from the foregoing that 
It IS an easy matter to master the intncacies of the subject, 
but it IS desirable to add that the seeming difficulty of 
understanding the technicaUties of foreign exchange, and 
Ukewisc foreign bills, is largely the result of a neglect 
to study the business in a workmanlike and systematic 
manner Emphasis is laid on this point, because it has 
come to be considered in some circles that a thorough 
theoretical and practical knowledge of the exchanges is 
obtainable from a passing acquaintance wtli commerce 
coupled with a cursory perusal of a few haphazard articled 
on this branch of monetary^ science In many pubhc 
examinations, too, it is considered sufficient to include one 
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or two questions on exchange in a general economics paper 
widespread confusion is the result 
Most persons with commercial training are perfectly 
entitled to form and maintain opinions concerning their 
own trade and the monetary operations connected there- 
with, but in default of continuous study, or of special 
expenence, no man is competent to discourse upon the 
theory and practice of foreign exchange 
Throughout this book, then, the author imagines him- 
self in the position of the person with no previous know- 
ledge of the subject , and while every endeavour is made 
to demonstrate the vanous divisions step by step in a 
manner capable of being understood by the veriest tyro, 
it IS hoped that the arrangement of the work will meet 
the needs of the more mature students 

It is the practice of many economic wnters to commence 
their treatises with a definition of the particular part of 
the science with which they propose to deal, and m defer- 
ence to that useful custom, we may by way of introduction 
attempt to explain the term “ foreign exchanges " 

Meaning o£ Foreign Exchanges. 

As a mode of expression the words " foreign exchanges " 
form one of those meaningless phrases which have filtered 
down to us through the dust of antiquity To the lay 
mind the words convey nothing, and unless one is a diligent 
reader of the money article, or has connections with the 
banking world, foreign exchange might very well mean 
the exchange of a London pig foi a Chinaman’s opium 
bowl It IS all very well to say " Oh l foreign exchange 
IS merely the mechanism by which the money of one 
country is sold in another," when Tom, Dick or Hany is 
but dimly aware of the fact that money, as such, is ever 
bought and sold 

We may get to the loot of the matter if we go back to 

the old system of barter only, in this case we barter, not 

^ The subject of barter is dealt with fully in the author’s work 
on The Functions of Money (Sir Isaac Pitman & Sons, Ltd ) 
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goods, but the value of goods, expressed^m most cases by 
credit instruments— money substitutes ’^Consequently, the 
term signifies the practice prevailing among bankers, 
financiers and merchants in different centres or countries 
of regulatmg their mutual mdebtedness without the transfci 
of metallic money from one country to the other The 
trouble, nsk, and expense of sendmg actual gold or silvei 
from place to place is avoided as far as possible, by making 
use of money substitutes, or, to use an economics term, 

" representative " money These money substitutes may 
be in the form of telegraphic transfers, mail transfers, bills 
of exchange on demand, at sight, or at so many days after 
date or sight Representative money used m foreign ex- 
change may even be m the shape of coupons, bearer 
secunties, ividend warrants on foreign mvestments, and 
a hundred and one other thmgs which will have to be 
discussed in the course of this book 
The final operations are earned out by bankers and their 
foreign agents, but special note should be taken of the fact 
that It is the transactions of merchants upon which the 
wheels of international finance pnncipally depend for their 
motive power 

In its simplest form, foreign exchange embraces the 
many operations connected with the buying and selling of 
the substitutes for metalhc money, and we shall arrive at 
a better understanding of the subject if we treat this money 
from the outset as a commodity, controlled by the same 
great laws of supply and demand as those that govern any 
other commodity 

The reader is advised to dismiss from his mind for the 
moment the fact that he is dealing in the moneys of foieign 
countnes, and instead, to regard bills of exchange as 
representing a definite commodity — a debtVi^^In a word, 
it IS debts or some form or other of indebtedness, which 
are bought and sold in foreign exchange, and the pnee of 
these follows exactly the same laws as any other article of 
commerce 
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MacLeod, m his Theory of Banking, compares them with 
corn, and although he was not propounding the theory 
of the foreign exchanges, yet his analogy is so remarkably 
apphcable to the case we have before us, that no apology 
IS needed for quoting his words — 

" If money is scarce/’ he says, “ and wheat very 
abundant, the pnce of wheat must fall if money is 
very abundant, the pnce of wheat will rise The pnce 
of debts obeys the same rules If money becomes very 
scarce, the pnce of debts must fall . If specie 
becomes abundant, the pnce of debts will nse . The 
pnce of debts, then, must follow the same great laws of 
nature that the pnce of wheat does ” * 

That, in a nutshell, is the basis of the business of foreign 
exchange, which, as will be shown in later chapters, princi- 
pally compnses the purchase and sale of foreign debts in 
the guise of bills of exchange 
As we have said, very little attention was paid to the 
course of the foreign exchanges prior to the War The 
principal nations of the world enjoyed the benefits of a gold 
currency, with actual gold corns in circulation Few had 
experienced the evils ansing from the circulation and over- 
issue of inconvertible notes Still fewer suffered from the 
burden of excessive taxation, inflicted upon nations to meet 
heavy indebtedness to countries more favourably situated 
or whose finances had been more carefully managed In 
the light of recent events, it seems that many of us were 
living m a fool’s paiadise, and it has been demonstrated 
over and over again that mdebtedness internal and external 
has a very important beating on the course of the foreign 
exchanges The price of one country's monetary unit in 
terms of that of another country is affected by many factors, 
the mvestigation of which bnngs one back each time to 
the starting-pomt of mdebtedness But perhaps we are 


* Theory and Practice of Banking, Book IT page 278 
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going ahead too quickly and in order not to cause the 
reader too funously to think, we had better tackle the 
riddle of the exchanges in easy stages, and as a fitting 
conclusion to this introductory chapter, we give a further 
excerpt from Thomas Mun’s England’s Treasure by Fotraign 
Trade In wnting to his son he says " It is true that when 
the wealth of a Kmgdom consisteth much in ready mony, 
and that there is also good means and convenience in such 
a Kingdom to trade with the same into forraign parts, 
either by sea or land, or by both these ways , if then this 
trade be neglected, the King shall be defeated of those 
profits and if the exchange be the cause thereof, then 
must we learn in what manner this is done, for we may 
exchange either among ourselves, or with strangers, if 
amongst ourselves, the Commonwealth cannot be ennched 
thereby , for the gam of one subject is the loss of another 
And if we exchange with strangers, then our profit is the 
gam of the Commonwealth Yet by none of these wa3^s 
can the Kmg receive any benefit in his customes Let us 
therefore seek out the places where such exchangmg is used, 
and set down the reasons why this practice is permitted ” 
Well, readers all, that is what we are going to try to do 
m this book 



CHAPTER II 


THE BASIS OF FOREIGN EXCHANGE 

We have stated that foreign exchange anses from indebted- 
ness ; it covers a multitude of operations mvolved in the 
settlement of overseas debts In the home trade, but an 
insignificant portion of payments for goods and services is 
made m cash, whether of metallic money or notes Resort 
is had to bills of exchange, which, although frequently 
designed to postpone the date of payment, are utilized to 
raise ready money m the commercial world So let us be 
sure first of all that we start our study with a clear com- 
prehension of what a bill of exchange is 

The definition given in the English Bills of Exchange 
Act of 1882 IS precise and to the pomt It reads — 

" A bill of exchange is an unconditional order m wnting, 
addressed by one person to another, signed by the person 
giving it, requiring the person to whom it is addressed to 
pay on demand, or at a fixed or determinable future time, 
a sum certain in money to or to the order of a specified 
person, or to bearer ” 

It IS this piece of paper, so succinctly described, that 
plays what is probably the most important role in the 
world of commerce and finance Through its intermediary, 
numberless transactions take place, and that is perhaps 
why It is surrounded by a whole host of legislative enact- 
ments The study of the legal side is indeed a valley of 
dry bones, and as a great judge once said, an informing 
spirit IS needful that they may hve Whether he had in 
mind the exchange problems that anse from the passing 
of bills of exchange from one person to another, we know 
not, but an examination of the transactions will show that 
there is little that is dull m the business 

How do bills concern the banker ? Well, when a banker 
discounts a bill for a client he buys what is, in effect, a debt 
owmg, or to become due, to that chent the operation may 
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conectly be descnbed as a transfer of indebtedness, but it 
should be borne in mind that there is no ground for the 
popular statement that the act of the banker is to lend 
money to his customer He buys the nght to receive a sum 
certain m money 

If we dismiss from our mmds for the moment the foreign 
side of the problem, it will be plam that a large number of 
the operations of a banker are purely local They relate 
to the transfer of money between place and place in the 
homeland For example, Jones of Ulster wants Smith of 
Liverpool to send to him certain goods The cost is, say, 
£100 — ^he writes to Smith to inform him that he may draw 
a bill on him for £100 Smith agrees , he draws a bill of 
exchange, payable on demand on Jones He wants the 
money at once, so he takes the bill to his own banker m 
Liverpool who, knowing that Smith and Jones, called the 
drawer and drawee respectively, are honest fellows, dis- 
counts the bill That is, he buys this piece of paper, which 
is evidence of Jones's mdebtedness to Smith, for an agreed 
price This the banker sends to Ulster for presentation to 
Jones, who, we will assume, pays the bill on demand 

This IS a simple exchange transaction on the home market, 
typical of many that take place daily between any of tlie 
large towns, say London and Manchester It is what the 
Americans call m plam language ” domestic exchange " 

Buying and Selling of Debts. 

From our standpoint the banker really buys a definite, 
marketable commodity, and if the reader has literally 
interpreted this simple defimtion of monetary exchange, 
he will realize that the commodities bought and sold in 
foreign exchange are nothing more or less than interna- 
tional debts Much confusion has been engendered by 
regarding these debts as being transferred from one to the 
other, not sold, and in the process people quite lose sight 
of the fact that each transfer or exchange is m itself an 
actual sale of a tangible article of commerce It will tend 
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to Simplicity, therefore, if we regard foreign exchange ar ' 
the buying and selling of debts between countnes 

In its most elementary form this bu3nng and selling oi 
foreign indebtedness is usually represented as being 
carried out by one piece of paper transferred between four 
principals, thus A and B are two persons residing m one 
locality different from the domicile of C and D A in 
London, we will say, sells goods to C in Pans, while D 
m Pans sells pioduce to B m London To satisfy the 
four dealers engaged in these two transactions, obviously 
there must be a sale and purchase of two debts, or, to put 
it m another way, one payment in Pans will be exchanged 
for one payment in London, and the manner in which the 
indebtedness is cancelled is almost ridiculous m its sim- 
plicity London creditor A has a claim for French francs 
and centimes on C, while D has a similar claim on B for the 
sterling equi\alent If it is assumed that each transaction 
IS equal in value, then A will sell C’s debt to him to B 

B, being under the necessity of remitting funds to Pans, 
buys this claim on C m order to send it to D, who will 
finally claim the cash fiom C In this mannei four parties 
are satisfied, and, to state the case more explicitly, 
the claim of Pans on London and London's claim on 
Pans are both settled through the instrumentality of 
a bill of exchange, which A is assumed to have drawn on 

C, and the trouble, risk and expense of sending actual 
coin or bullion from place to place are avoided 

If the exchange could thus be satisfactonly disposed of, 
there would be little difficulty in comprehending the 
operations which take place, but, unfortunately, there 
are other points to consider In our example we have 
assumed that A drew a bill on C, and that after travelling 
round its allotted spheie this piece of paper found a resting 
place in D's portfolio until the date of payment Then 
again, we have taken it for granted that the two debts 
were of equal valuc.v/In actual practice, however, such 
conditions rarely prevail What really happens is that 
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A Will draw a bill on C, D will also draw on B, and as each 
party wiU require to be paid for his produce m the money 
of his own country, the exchange is effected through the 
medium of a banker *^Finally, it is the banlcer who will 
ad]ust any balance which may arise owing to the different 
and varying proportion of the value of the currency of 
one country in the other 

If, then, as in this hypothetical case of two debtt> arising 
from the transactions among four traders, the total claims 
of any two countries are not in a state of equalit}' 
nor fall due for payment at the same time, it is apparent 
that this is the point at which the real exchange problem 
arises, since owing to the lack of coincidence in the total 
debts of the two nations there will remain a balance to be 
liquidated 

This exchange of money or representative money is 
earned on under vanous guises and in many different ways 
for the ultimate purpose of paymg and being paid debts 
meurred m connection with operations in foreign countnes 
— but It IS usually a banker who is the mtermediary in the 
busmess 

If the reader will remember that the relatively unim- 
portant transactions are but the prelude to large exchange 
deals , that small operations will frequently be earned on 
between debtor and creditor respectively , and that the 
larger operations will call for the assistance of the banker 
or exchange dealer, he will have advanced far in his com- 
prehension of the workmg of mtemational exchange, than 
which there is no more mterestmg study in the whole 
science of monetary economics 

Basis of Interiiational Indebtedness. 

The basis of this international indebtedness is foreign 
trade, and although the question naturally lesolves itsdf 
into a consideration of the amount of exports and imports. 
It IS not necessary in this book to enter into an extended 
discussion on international commerce It will suffice if 
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bnef reference is made to the particular imports and exports 
which have a direct beanng on the subject under review 
The payments for imports and exports are undoubtedly 
among the most important with which the writer on ex- 
change has to deal m examimng international indebted- 
ness, but there are other items of national expenditure 
which have an intimate connection with the exchanges, 
and of these we shall take due cognizance when studying 
the exact points at which they affect the vanous rates 
Each trading nation has at times remittances to receive 
or to make m respect of its entire balance, and the pnnci- 
ples involved in the discharge of this mutual indebtedness 
in no way differ from those seen m the settlement of debts 
between two individuals The operation is similar, 
whether it be an isolated transaction between a London 
merchant and one on the other side of the world, or whether 
it be the transfer of a huge sum exacted from a conquered 
foe as a war indemnity In each case the ultimate settle- 
ment is made in the actual currency of the creditor country, 
but the rate at which the exchange is effected is governed 
by the relative state of indebtedness between the nations 
concerned at the time the transfer is made That exports 
pay for imports is undoubtedly true, and it is equally 
certain that the excess of the one over the other always 
creates a claim which influences the rate at which the final 
payment is calculated , but, having got thus far, we are 
face to face wth the fact that there is no sure standard 
by which we can determine on which side the balance 
between any two countnes lies, or, as Adam Smith shows, 
which of them exports to the greater value 
If it were possible for a country to find out by how much 
its exports exceeded its imports, it would be a compara- 
tively easy matter to show the exact sum the importing 
country owed on balance, and when the money came to 
be sent out from the centre at which the debits exceeded 
the credits, the exchange could be calculated with some 
degree of accuiacy, since the course of the exports and 
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imports between two countnes is considered regulate 
the course of exchange between the two places -^However, 
this course of exports and imports cannot be accurately 
gauged For one thing, we cannot always set off goods 
against goods , sometimes imports or exports of com- 
modities are paid for in kind , at other times they are 
exchanged for services, or vice veisa Italy, for example, 
m exchange for the money brought into that country by 
the tourist may be said to give him the opportunity to nsk 
his life m chmbmg the Alps, or France may permit him to 
view her invaluable art treasures at the Louvre in return 
for the cash he has imported into Pans There is a direct 
import and export in each case, but no trace of either will 
be found in the trade returns of the vanous countnes 
Then, again, in making remittances for shipments, | 
merchants do not always send bills on the creditor country, 
but make use of other forms of remittances For instance, 
they will pay a debt owing in France by means of bills on 
Switzerland , or one due in Italy by a bill on Pans All 
these operations tend to obscure the real rate of indebted- 
ness between the countnes concerned, and serve to show 
that the foreign exchanges in practice do not always con- 
form to the pnnciples which in theory they are expected 
to Consequent^, although the relative indebtedness, or 
balance of trade between two countnes, does exercise a 
potent influence over the exchanges,'" it is entirely mis- 
leading to consider the excess of exports over imports, as 
shown in trade statistics, as the one and only factor to be 
t^en into account The components which constitute 
the final balance of payments are much more complex, 
and to these we shaU make further reference when 
examining the vanations m the exchanges For the pres- 
ent we inust concern ourselves with the way m which the 
money of one country is exchanged into that of another 
country for the purpose of setthng this final balance 

the upon 

the reader the importance of viewmg the exchanges L a 
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'-^hole — foreign exchange is not confined to one country 
alone It is international in the widest sense True, it 
needed a Great War in which half the world was engaged 
to bring that great truth home to us m our island home, 
but a writer on exchange would be failing m his duty did 
he fail to impress the importance of it upon his readers 
The exchanges of the various countries are so closely inter- 
connected that of recent years it has become plain, mainly 
through the necessity to stabilize the monetary units of 
so many countries, that all exchanges are part and parcel 
of one great machine It needs only one link m the chain 
to become strained for the effect to be patent m all other 
parts of the machinery of the exchanges Falling trade, 
depreciated state of the internal currency medium, due 
both to indebtedness and to the over-issue of inconvertible 
paper money, pohtical unrest, all disorganize the exchange 
between one country and another As we hope to show, 
no country can hope to escape altogether from a break in 
the chain Exchange is international in the most extended 
sense 

We have spoken of trade , trade exercised one of the 
most powerful influences upon the world's exchanges Not 
long ago an Amencan banker said that exchanges go on 
only so long as they are mutually profitable, and that is 
quite true It is fair exchange that is no robbery The 
meaning is that the goods and services which one country 
furnishes to other countries wiU represent goods and ser- 
vices of equal value furnished to that country by other 
countnes The one country's exports of merchandise will 
seldom exactly balance its imports of merchandise, but its 
exports of merchandise, plus the services that it renders to 
other countries — ^mcluding all those “ mvisible " services, 
such as loans of capital, mterest, immigrant remittances, 
and other such items — all these wiU equal in value the 
imports of merchandise, plus the services that the other 
countnes render to the first country " There is no escape 
from such a conclusion,” said the American banker, ” unless 
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men are to quit exchanging things of equal value and begin 
giving thmgs away ”>/ One hears much about the export 
trade, and many entirely overlook the fact that an export 
trade also involves an import trade The nation that will 
not buy, neither shall it sell It is as true to-day as ever 
it was, that exports pay for imports, and amidst all the 
talk of preferences, drawbacks and tariffs, it is as well 
if we remember that the nation that endeavours to lock, 
bar and bolt its doors against foreign impoits by uneconomic 
devices is really destro5ung one-half of the exchange In 
a word, it is seekmg to prevent the other nation from 
providing the wherewithal to pay for the goods and services 
exported, and sooner or later the effect is seen m adverse 
exchanges 

Trade is thus a vital factor in the exchange problem 
I he hquidation of the indebtedness ansmg from foreign 
tiade is, as far as merchants are concerned, carried out bj 
means of bills of exchange, and, in carrying through the 
operations, each party avails himself of the services of a 
banker, who is the connecting link between the various 
interests The banker in fact may be regarded as the 
wholesale dealer, carrying the stock of demand drafts, 

1 s and cable payments which form mtemational currency 
on the prmcipal financial centres of the w'orld , and, 
Ignoring for the moment the question of competition, 
supp y and demand, etc , the prices at which he buys or 
s s s wares in the several currencies are settled by 
certain well-defined rules, w'hich we must now proceed to 
investigate ^ 
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INTERNATIONAL CURRENCY — ^THE BILL OF EXCHANGE AS AN 
EXCHANGE INSTRUMENT — ^ITS ANTIQUITY — ^THE HYPO- 
THETICAL PAR OF EXCHANGE AND THE MINT PAR OF 
EXCHANGE — ^THE PRACTICAL PAR OF EXCHANGE AND 
THE RELATIVE PAR OF EXCHANGE 

As we have invested the banlcer with the mantle of the 
wholesale dealer, let us examine the stock of international 
currency he is supposed to be carrying for the benefit of 
those wishing to deal in foreign exchange 
The first essential in any form of international currency 
is that It shall be convertible into the money of the country 
to which we wish to send it, at the will of the holder. 

Forms of Remittance. 

The instrument above all others endowed with this 
quahty is the bill of exchange, under which genenc term 
are included demand drafts, cheques, and bills of exchange 
payable at so many days after sight or date 
The ongin of bills of exchange is obscure Somethmg 
akin to our present-day mstruments frequently crops up m 
ancient records, ''but no definite period can be assigned for 
the first appearance of the bill of exchange, and no nation 
can with certainty claim the exclusive nght of its invention 
The Romans, it is true, had a highly-developed system of 
exchange for facihtating the remittance of money from one 
part of their empire to another For conductmg their 
immense volume of financial and mercantile busmess, and 
for transfemng sums to and from the repubhcan chest, 
Permutationes, a type of demand bill of exchange, were 
used Then they had a more advanced form of bill, called 
a Syngraphae, which, on investigation, seems to have been 
copied from the nimble-witted Greeks Of considerable 
mterest, too, is the old Roman receptum argentani, which 

16 
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may be likened to the modem bank acceptance It was m 
effect an engagement of a banker, on behalf of a chent, o 
meet the claim of a third party to a sum of money 
Bills of exchange, however, as we know them to-day, 
appear first to have been used by the Florentmes in the 
twelfth century There is in existence, m fact, a document 
dated 1160, m Genoa, which is to all mtents and purposes 
a true bill of exchange Bills of exchange were certainly 
freely used by the Venetians m the thirteenth century, and 
from the Venetians they drifted to other parts of the 
Contment and to England In the first instance bills of 
exchange were pieces of paper contaimng a record of one 
person’s mdebtedness to another They were used merely 
to transfer trade debts from one place to another and by 
that means to avoid sending gold or silver , m that respect 
they are akin to the bills in use to day • However, as 
will be seen in the course of this bookj^bills of exchange 
have now developed into a sort of international currency, 
and although we still regard them as evidence of indebted- 
ness, there is no doubt that most people look upon them 
mainly as instruments of credit, and such they are m 
nearly all cases 

Of legal definitions there are many, according to the 
lights of the people in the country in which the bill is 
drawn, but for all practical purposes we may take the 
definition laid down in the Enghsh Bills of Exchange Act 
of 1882, Section 3 (1), to which we have already referred 

A bill of exchange is an ideal instrument for transferring 
or settling international indebtedness, but suppose there 
are no bills available for sending abroad, what is the 
would-be remitter to do ? It is necessary for him to look 
round for some other form of remittance, and one wonders 
in what way his demand will be met 

The indebtedness can be cancelled equally well by pur- 
chasing another species of debt in the shape of coupons, 
bonds and the like For example, if it is desired to make' 
a remittance to Pans, in the absence of bills of exchange. 

3— <B 15*5) 
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J coupons of the French Loans may be dispatched to France, 
or, should it be necessary to pay a creditor in New York, 
any of the standard secunties which are due for payment 
may be sent Warrants and coupons of the Canadian 
Railways, and other well-laiown stocks, although not 
so much in evidence as the bill of exchange, are con- 
stantly being dispatched across the Atlantic m liquidation 
of mdebtedness 

In making special mention of this mode of remittance. 
It may be thought that the author is going dead against 
the theones advanced by the leading economists, who have 
hitherto regarded the purchase and sale of coupons and 
other international secunties as arbitrage business, pure 
and simple This is not the case If we bear in mind that 
the instruments bought and sold in foreign exchange are 
foreign debts, it is plain that coupons come within that 
category, and although for vanous reasons it is considered 
to be more simple and preferable to purchase a bill of 
exchange, yet if bills are not available, the remitter can 
pay his debt quite as well bj^ sending coupons payable in 
the creditor country It is true that, as a rule, commercial 
men do not resort laigely to this form of finance, but there 
IS no doubt that bankers frequently malce use of coupons 
for the purpose of transfernng the actual balance of 
mdebtedness In fact, large remittances of coupons of the 
mtemal Japanese loans are penodically sent from London 
to the East, and the foreign banks are quite as ready to 
purchase these coupons as they are to encash bills of 
exchange Siimlar transactions take place in connection 
with dividend and mterest payments on foreign loans of 
many countries Hardly a day passes without the large 
foreign and colonial banks m London being asked to pur- 
chase these instruments, or evidence of debts due by overseas 
companies or foreign Governments to the stock- or share- 
holder The fact remains, therefore, that coupons of thei 
well-known foreign stocks and shares are really a form of ] 
international currency, and there is no reason to mystify j 
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the student by refernng to the buying and selling of these 
claims to a portion of the money of another country as 
unfathomable arbitrage operations While it is no doubt 
the case that the bankers do most of the professional 
business of remitting funds from one country to another, 
yet It IS within the power of any person who is under the 
obhgation to send a sum of money abroad, himself to remit 
by first-class coupons of the foreign country if he so desire 

Then there is the pajnng or getting paid by means 
of telegraphic transfers, also known as cable transfers 
If Smith, m London, has a balance at his credit in Jones’s 
Bank, New York, he can sell tlie nght to those funds to 
Robmson’s Bank, London, who, in turn, may dispose of 
It to Walker of New York It is all a transfer of mdebted- 
ness from one to the other 

Having made this digression, we may return to a 
consideration of the rules which are said to enable us to cal- 
culate to a nicety the value in one country of the debts 
payable in others 

In primeval days the question of barter must have 
caused much heart-burmng among our ancestors To 
settle, for instance, the number of pigs to be exchanged 
for a cow, was a problem well designed to bnng out the 
qualities of a haggler until some definite standard of 
exchange could be decided upon The inclination to 
haggle over every exchange is irresistible even at the present 
day, and nowhere is this trait more prominent than m 
setthng the terms for the transfei of indebtedness The 
main problem, however, in foreign exchange, is to a great 
extent simplified by the fixing of a basis upon which the 

metaUic money of one country can be converted into that 
of another 


Mint Par of Exchange. 
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country is convertible into that of another country? 
according to the terms of their respective Mint laws ,1 
This power of exchange can be estabhshed only between 
two countnes whose legal currency umt is of the same 
metal the relationship thus expressed must be between 
the standard coins of two gold-using countries, or between 
the silver coins of two silver-using countnes We cannot 
stress too strongly the point that the exchange is between 
gold and gold or silver and silver Between two countnes 
having legal tender coins of a different metal, say, of gold 
in one country and silver m the other, there is no par of 
exchange, and the reason that a companson cannot be 
made is that the exchange between gold and silver cannot 
be definitely fixed The gold pnce of silver, as we shall 
see when we come to discuss the Eastern exchanges, vanes 
from day to day, accordmg to market conditions and other 
fluctuating elements 

In contradistinction to the Mint Par of Exchange, we 
may bnefly refer to what is known as the' Ideal or Hypo- 
thetical Par The designation seems to have been handed 
down by wnters on economics, who were wont to use the 
term to describe the state of affairs which was supposed > 
to exist when the opposmg claims of two trading countnesj 
exactly balanced Exchange, it was argued, will be at par 
when the total pa5mients to be made to and from any two 
countries within a specified time exactly balance each 
other As we have seen, however, the many and vaned 
factors which have to be taken into account in measurmg 
a country’s foreign trade, make it impossible to say with 
any approach to accuracy, when the export^nd imports 
between two countnes do exactly balance '^consequently, 
it IS not possible to state at what precise moment the 
opposing claims, being equivalent, can be set off the one 
against the other 

In point of fact, the Hypothetical Par is of no practical 
significance and the only reason for mentioning it here is 
to show that people who axe not well versed in the subject. 
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tend to confuse it with Mint Par Both indicate a state of 
equahty, but the one is greatly different from the other 
The Mint Par of Exchange, although it is only a nominal 
par of exchange, does enable us to get at the exact rates 
for the interchange of currency by giving us a definite 
point from which to calculate the pnce of debts payable 
on demand or at some determmable future time It is 
also useful as a sort of ]umpmg-off ground or basis from 
which to calculate the fluctuations m the exchange value 
of a country’s currency 

The Mint Par being adduced fiom the metallic content 
of the respective coins as laid down by the coinage laws 
of the vanous countnes, we are thus in a position to show 
how the relationship is estabhshed between any two of 
them whose standard is the same <^Between any two such 
countnes exchange would be at par, when, by pa5ang a 
certain amount of the metalhc money or its equivalent in 
one country, one could purchase the nght to receive an equal 
amount of the same metal in the other country, but it does 
not foUow that this ideal state will often, if ever, prevail 
In the foreign exchange meirket, as with all other markets, 
much jargon and many loose expressions are employed 
The word par means "equahty,” but its use does not 
always imply that For mstance an expression has crept 
mto use on the London and New York markets that, in 
default of explanation, may be puzzhng to the general 
reader who has no acquamtance with or chance of seeing 
operations m actual exchange practice We refer to the 
term 'Practical Par of Exchange ” The Mmt Par, as we 
ave said, mdicates equahty, that is to say, m the exchange 
0 oim country s gold unit for that of another country. 
It IS the exact number of grams of pure gold in the respective 
corns that counts The "Practical Par," however, is used 
sometimes by bulhon operators to describe the exact cost 
of sendmg gold com from one country to another and 
exchanging it for the gold equivalent of the foreign country's 
money, all expenses of shipment, to wit, freight, packmg. 
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insurance, and other such troublesome items, being taken 
into account With these the general student has no need 
to be bothered m the early stages of his initiation into the 
entrancing exploration of the workmg of the foreign 
exchanges 

Then, to add to the reader’s perplexity, others have 
made free use of the term'^ Relative Par of Exchange,” 
and have left mqmrers somewhat m the position of 
Mahomet’s coffin — ^suspended between the heaven of desire 
to learn and the earth of barrenness Well, a short 
explanation may help the reader to surmount the difficulty 
caused by the jargon of markets 

The term ” Relative Par ” owes its ongm to a desire 
for some fixed words expressive of the connection between 
the exchange of one countiy having a gold standard 
monetary unit and one adhermg to a silver unit of exchange 
^Xt best, ” relative par ” is an abstract expression, because 
It mdicates that an exact ratio between the two monetary 
units cannot be fixed The reason is that, m the silver 
standard country, gold will be treated as a commodity, 
while m the gold standard country, silver similarly will 
be treated as merchandise It follows, then, that each 
will have a vanable pnce that will be governed by the 
same rules as apply to any other commodities 

We shall refer further to these points when we come to 
discuss the silver exchanges, but for the moment let us 
examine the fixed basis of exchange, the Mint Par, as 
established between Great Bntam and other countries, 
which have pmned their faith to the Gold Standard, or 
something akm to it 

This IS rather a long story, and, as it will mvolve a 
detailed explanation of the figures used in exchange 
formulae, may well form the subject of our next chapter 



CHAPTER IV 


IN WHICH THE READER IS INITIATED INTO THE MYSfERIES 
OF MINT PAR CALCULATIONS— THE PRINCIPAL PARS 
OF EXCHANGE BETWEEN ENGLAND AND FOREIGN 
COUNTRIES— THE NEW AMERICAN GOLD PARITY 


At the nsk of reiteration, we emphasize that the important 
pomt to remember m any discussion on the Mint Par of ; 
Exchange is, that it is governed by the respective imnti 
or coinage laws of any two countnes, the value of whose 
carrencies it is desired to compare The pure gold content 
m a country’s monetary unit is laid down by its own laws, 
not those of another country Further, there can be no 
variableness or shadow of tummg m the mmt parity so 
long as there is no alteration m the law which enacts that 


a monetary imit must contam so many grams or grammes 
of pure gold 

In comparing the relative value of any two currencies 
for finding the Mint Panty, it is essential, therefore, that 
the pure gold content of the respective monetary units 
should be definitely known, and at this point we had better 
at once dispose of an expression that is a regular bugbear 
to exchange students We refer to the term " fine ” gold 

Fme IS simply a bulhon market word used in describing 
pure gold or pure silver It means pure metal as distinct 
from standard” metal, that is, gold or silver which 
contains a certam proportion of alloy 

Hitherto, It has been the custom for waters on exchange 
to show how Mint Par is evolved by workmg out a whole 
senes of equations, giving the weight and fineness or degree 
of punty of the metal contamed m each country’s gold 
monetary unit, and the number of these units corned from 

suSir a much 

p r and quicker way of arriving at the same conclusion 
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Given that the grains or grammes of gold contained in the 
two currencies is known, the one has merely to be divided 
mto the other, and the result is the mmt par of exchange 
For mstance, the number of grams of pure gold contained 
m the Bntish sovereign is laid down by the Enghsh Comage 
Act of 1870 to be 113 0016 The Amencan Act of 12th 
February, 1873, decreed that the standard weight of the 
Amencan gold dollar should be 25 8 grams, 900 fine, that 
IS 23 22 grams of fine or pure gold, so 23 22 divided mto 
113 0016 should give us the desired result — 


113 0016 
23 22 


$4 8665 = ;fl. 


which until 29th January, 1934, was the Mmt Par between 
England and the United States, that is, the number of 
dollars and cents that were the exact equivalent of one 
gold sovereign of full weight The gold standard m the 
USA, however, was suspended on 19th April, 1933, and 
a Gold Bullion Standard was adopted on 31st January, 
1934, under which the gold m the dollar was reduced to 
59 06 per cent of its former content. The dollar, therefore, 
now contains only 13 713732 grams of fine gold, and, work- 
mg on the same principle. 


113 0016 
13 713732 


= 8 24 


and the new parity is therefore $8 24 for one sovereign 
England, unlike most of the Contmental nations, does 
not use the metric system, and the bullion content of her 
coins IS consequently given m grams, whereas many other 
countries give the eqmvalent of their monetary units m 
grammes The student should, therefore, be careful at the 
outset not to mix grams with grammes m his Mmt Parity 
calculations ^ -He must, before workmg out the companson 
with the unit of a Contmental nation, convert the grams 
contained m the Bntish sovereign into grammes, or turn 
the contents of the Contmental unit mto grams In other 


1 1 Gram Troy = 0 064798949 gramme 
1 Oz „ = 31 10349552 grammes 
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words, he has to divide grains into grains, or grammes into 
grammes To attempt to divide grams into grammes, or 
vice versa, is to speU disaster It may seem unnecessary 
to labour this pomt, but m his capacity as an exchange 
examiner, the author has seen many remarkable calcula- 
tions worked by exammation candidates, which can only 
be described as strange and devious devices for solvmg an 
extremely simple problem 

By way of further illustration, then, we may take the 
comparison between the British and the Netherlands 
comage 

For exchange purposes, the Netherlands gold standard 
umt is the 10-florm piece, which is ordained to weigh 6 048 
grammes of fine gold One flonn must therefore contain 
6048 grammes of fine gold One gramme equals 15 43235 
grams, and as the British sovereign contains 113 0016 
grams of fine gold, converted into grammes it is equal to 
7 322382 grammes, and to got the Mmt Panty between 
England and Holland, we have the fraction — 

? « 12 107 = £ 1 ^ Mint Par 

Then there is the Mint Par of Exchange between England 
and France France, prior to the Great War, was one of 
a group of countries knoivn as the Latin Union, whose par 
of exchange with England was the same, viz 25 2215 
francs, lire, drachmae, etc , to the £1 In the post- War 
years, however, some of these countries have stabilized 
their currencies by adoptmg a new monetary unit, or 
by otherwise wntmg down the value of their monetary 
units This has involved the setting up of new exchange 
panties 

France has decreed that the franc shall have a gold basis 
of 65 5 inilhgrammes, nine-tenths fine That is to say, 
mne parts of the metal contamed in the gold franc are of 
pure gold, while the remammg one-tenth is composed of 
alloy The pure gold content of one franc is thus 05895 
grammes, and if we divide this mto the grammes contamed 
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HI the sovereign, we shall get the new Mint Parity of 124*2134 
francs to the ■£]. Thus — 

= 124 2134 = Par 

We need hardly say that the milligramme is of a 
gramme, so to arrive at the divisor 05895, we take one-tenth 
from 65 5 = 58 95, and divide 58 95 by 1,000 = *05895 

One other point to be borne m mind in these Mint Par 
calculations is, that in dividing the gold content of a 
foreign country’s monetary unit mto that of the sovereign, 
the answer will always be in the currency represented by 
the divisor. 

We have mentioned m passing that the French gold 
currency is -i^ths fine In the Coinage Acts of most countries, 
equivalents are expressed as m millesimal fineness, and 
here a Word of warning is necessary All coins, whether 
of gold or of silver, are made of so many parts of pure gold 
or silver and so many parts of alloy, and the term “ fine- 
ness,” therefore, expresses the number of parts of pure 
gold or pure silver contained m a thousand parts of the 
combination, say, of gold and alloy The British sover- 
eign IS usually described as being lYths fine, that is, 11 
parts are of pure gold and one part alloy , but m millesimal 
fineness it is 91666 (or 916-5 fine) Nearly all other coun- 
tries, as we have said, make use of the i^ths fine quality, 
1 e 9 parts of pure gold to 1 of alloy. Expressed m 
millesimal fineness, this is called 900 fine, i e 900 parts of 
pure gold to 1000 parts of alloy 

This particular system of expressmg the quality of gold 
in milhemes, taking 1000 fine as the absolutely chemically 
pure gold, is now generally adopted As the English 
standard on this basis is 916| fine, it is nearly 2 per cent 
more valuable than the 900 fine gold However, in com 
or bullion transactions, this makes no difference in the 
account, since the gold alone is paid for The alloy, as we 
have indicated, is merely used to make the coin harder, 
and, as a matter of fact, the 900 fine quality coins have 
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been found m practice to wear better than the *9165 fine 
corns It IS interesting to note, too, that the copper alloy 
in the 900 fine coin is worth rather less than the one- 
thousandth part of a penny per com 
Since we have mentioned Coinage Acts, it may be as 
well to show the old method of calculating Mint Par by 
reference to the details given m the Acts of two countnes, 
England and the Netherlands 
The Bntish sovereign contams 7 98805 grammes of 
standard gold, while the Netherlands gold ten-fionn piece 
weighs 6 720 grammes, 900 fine, and thus contains 6 048 
grammes fine gold Given these particulars, we find the 
equivalent of the one unit to the other by using Cham’', 
Rule 


Cham Rule is a simple method of reasoning, mechanical, 
It is true, but much used m foreign exchange work, and 
the student will be well advised early to make himself 
famihar with it The rule consists of a senes of equations 
arranged in two columns, each equation expressing the 
sequence or relationship s between two quantities We 
start the first equation, which is merely a statement of 
what we want to know, 1 e how many dollars equal 
or how many francs equal £1, and so on Then we con- 
tinue to express a definite relation between that and the 


second, the second and the third, the third and the fourth, 
and so on There need be no difficulty in mastenng the 
rule if the reader will remember to commence each equa- 
tion m the terms of the preceding quantity or currency, 
and to conclude the chain in terms of the answer required 
Thus, if the equation commence on the left-hand side with 
dollars, then the final currency on the nght-hand side must 
also be m dollars The last pomt to remember is that 
the quantities on the nght-hand side form the numerator 
and those on the left-hand side the denommator The 
product of the numerator divided by the product of the 
denommator will then give the answer Careful reason- 
mg, and, above all, careful workmg are essential 
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Let US see how this works out from the particulars we 
have given of the coinage laws of England and the Nether- 
lands We require to know the exact number of gold 
florms and cents that are equivalent to one gold sovereign 
The chain then, is this — 


’ Florins = 

If = 7 98805 grammes standard gold 

If standard gold 12 grammes =11 grammes fine gold 
If 6 048 grammes fine gold = 10 florms 
7 98805 X 11 X 10 


12 X 6 048 


= 12 107 Florms 


12 107 is therefore the gold Mint Par between England and 
the Netherlands 

In 1936 there seems but httle hope of a general return 
to the Gold Standard by the large number of countries 
that have departed from it Notwithstanding the compara- 
tive stabihty of the pound sterlmg, there also appears no 
immediate prospect of Great Bntam's stabihzmg her cur- 
rency, and m the circumstances the mint parity is more 
than ever theoretical as far as this country is concerned 
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THE MINT PAR AND GOLD OR SPECIE POINTS IN THEORY 
AND IN PRACTICE — ^THE PRE-WAR POINTS COMPARED 
WITH THE POST-WAR POINTS— THE GOLD BULLION 
STANDARD AND THE GOLD SPECIE STANDARD — AMERICA’S 
NEW GOLD POINTS — ^THE BASIS FOR THE SPECIE POINTS — 
THE DIVERGENCIES IN THEORY AND IN PRACTICE — THE 
POSITION IN 1936 

As the result of the problems elucidated in the previous 
chapter, the mundane business in foreign exchange has 
perhaps been divested of half its terrors, and the pains- 
taking inquirer begins to perceive the reasons for estab- 
lishing a definite comparison between the currencies of 
those countnes which adhere to the same metallic standard 
In point of fact, the amount of metal of the standard 
unit of one country contained in that of another country 
is of academic interest only, since the greater number of 
the operations in foreign exchange are earned out by means 
of bills of exchange, and the actual transfer of coin or 
bullion scarcely concerns the average man The fixing 
of the Mint Par, however, is necessary as a basis upon which 
the latter can calculate the worth of the bill of exchange 
he has to buy or sell, as the case may be a debt equi- 
valent to £100 has to be paid by a merchant in England 
to a creditor in France, the parties to the transaction must 
have an agreed rate at which the exchange is effected, 
and the Mmt Par wiU be the starting-point for their 
calculation '■''Nowadays it also affords a useful point from 
wluch to calculate the depreaation or appreciation m the 
various monetary units 
Let us trace an operation step by step 
Suppose Messrs Peter Robinson & Co , London, owe 
Pierre Rocher, of Lyons, £100, for silk purchased The 
silk merchant does not want payment in English pounds, 
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shillings or pence, as our currency will be practically useless 
to him in Lyons ; he requires a remittance to be in francs 
and centimes, the recogmzed medium of exchange in his 
native town How, then, will the debt be settled ? 

Peter Robinson, in consultation with his banker or other 
financial luminary, wiU find out that according to the legal 
enactments laid down by the two countnes, £\ in England 
is worth francs 124 2134 m France , he can, therefore, buy 
a bill of exchange for francs 12421 34 (124 2134 x 100), 
and send it to his creditor at Lyons in settlement of the 
debt. 

These facts, baldly stated, indicate what happens, in 
theory , in practice, the business does not work out quite 
so simply For one thing, in saying that the sum was 
transferred from London to Lyons, we have assumed that 
the amount of indebtedness between two countnes is at 
" par ” — that is, equal In other words, the one nation 
has to receive the identical amount which it has to pay to 
the other, and, consequently, the total indebtedness is 
cancelled by that simple expedient, a set-off , in the same 
manner, in fact, as two opposing claims are sometimes 
satisfied m an inland town Needless to say, this ideal 
panty, or point of equihbnum, in foreign exchange rarely 
exists -^Rates will be governed by a variety of circum- 
stances, and in general, the pnce at which debts can be 
bought and sold will be largely influenced by the supply 
of, and demand for, bills of exchange, through the 
intermediary of which the transfers are usually effected 

There is another point to bear in mind It must be 
evident that the Bntish debtor is under the obligation to 
send a bill of exchange for a sufficient sum to outturn the 
exact amount of the debt which he owes to his creditor, 
neither more nor less , and it matters not whether his bill 
IS payable at sight or at some fixed or determinable future 
time, the piece of paper must give the foreign creditor a 
claim to that amount of the currency of his own country 
which will quite clear off the debt on the day it is received 
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As illustrating the ease vherc the oppo'^ing claims of 
two countnes are not in this slate of cquahtj', let us take 
an operation between Kew York and London We will 
suppose in tins instance that an American dealer owes a 
merchant in the Cit> of London /3,000 At the par- 
ticular time the monej becomes due, exports from Great 
Bntain to the United States largely exceed Great Bntain'*i 
Amencan imports, consequcntlj* on this side of the Atlantic 
we shall haxe more money to rccche than to pay , in a 
word, Kew York is under the obligation to remit to London, 
and there will be more buyers of bills of cNchangc on the 
New' York market than there arc sellers Kow’, if the 
reader has remembered the ilosmg words of the first 
chapter, he will know that he i« dealing in '* debte " The 
bills of exchange sold on the Kew Yotk market, drawn on 
England, arc debts owing by some one m England , the 
selling of them in the United States bj the holder*; is mcrclv 
a convenient way of collecting the amount from the 
creditor Verj* well, then, if, owing to the cause indicated, 
these debts are scarce, it is ob\ioiis that they must be 
subject to the same rules as those governing commodities 
they will nse in price The exchange betw'cen the two 
countnes is, therefore no longer at par, and the debtor 
who IS under the painful necessity of putting his creditor 
m funds, will, failing his being able to put off the c\ il day 
until a more propitious season, have to pay more for the 
claim to a few of the British sovereigns, or one-pound notes, 
which alone can satisfy the person in London 

When this state of affairs obtains, the American is sup- 
posed to have arrived at the point at which he will ha\ e to 
send to the creditor a certain quantity of gold to cancel the 
indebtedness '■/ But, to ax oid the many troubles and 
anxieties attendant upon gold shipments, there is still 
another xvay open to him We, imagining for the moment 
mat we are all bankers, will manufacture a bill for him 
This calls for explanation 
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Bank Paper. 

If the bills for sale on the New York market have been 
purchased by the fortunate few who were early in the field, 
the reader, not unnaturally, wonders whence emanates the 
supply for the late comers Here again, the conditions 
are closely akin to those ruhng m the produce markets 
In the ordinary commercial or manufactunng centres 
increased demand always results in increased supplies, 
pnces and other things being equal ''’'So it is with the bill 
markets , when the bills on offer have been exhausted,/ 
there will generally be found a number of bankers andi 
exchange dealers ready to "manufacture a bill " to orderj 
— at a price, be it noted 

In order to make such operations possible, the bankers 
arrange to have funds available m the hands of foreign 
houses or correspondents, and when it suits their purpose, 
they wiU be prepared to draw on the correspondent, that 
IS, they will draw a bill of exchange, either on demand or 
at so many days date or sight, according to the exigencies 
of the case As the banker has deposited the necessary 
funds at some previous date with his correspondent, these 
bills may be said to represent the whole, or part of that 
correspondent’s debt to the banker drawing the bill, and 
for the purpose of remittance these bills aie as good as 
any other bills, the supply of which, as we have seen, was 
insufficient to meet the demand They are better, m fact, 
than the ordinary trade bills In the lattei case, what the 
market calls the " personal equation " enters into the 
matter, that is, we take into consideration the greater or 
less confidence which may be placed in the signature of 
the drawer The lower pnce paid for the commercial 
bill involves what is in reality an allowance or compensation 
for this extra nsk, however small, the buyer takes 
The merits and dements of the two classes of paper will 
be seen when we come to discuss rates of exchange, 
but having taken note of the difference, we may proceed 
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to examine the manner in which Penrod, the New York 
debtor, finally liquidates his debt with Jones, the London 
creditor 

As we saw in Chapter IV, the Mmt Par New York 
London, is $8 24 = £1, but as the demand for remittances 
to London has exceeded the supply of bills, the exchange 
between the United States of America and Great Britain 
will be above this parity it is favourable to this country, 
unfavourable to Amenca, and mstead of gettmg his bill for 
£3,000, which is the currency he must send to Jones, at the 
Mmt Panty, Penrod will be obhged to pay the higher rate 
which the banker exacts for manufacturmg him a bill of 
exchange The price he will pay for this banker’s bill wiU 
be commensurate with the demand for " Bank Paper,” the 
term used to descnbe this class of remittance, and the 
greater the demand the higher will be the cost If the ex- 
change be fixed by the banker at $8 28 to £1, the draft will 
cost $24,840, which will be $120 more than the price 
of a biU at the Mmt Panty In short, Penrod has paid 
$24,840 for the right to have paid to him, or to his 
creditor Jones, the sum of £3,000 m London, and it is 
apparent that we did not vary the pnce by adding to the 
amount of the bill for £3,000, but secured the difference by 
varying the rate at which the Amencan currency was 
converted into sterling 

Limit of Price of Bills. 

It IS at this stage the rules governing the purchase and 
sale of commodities diverge from those which govern the 
dealings in debts In ordinary trade, the production of 
goods will continue as long as there is a demand for them, 
and the pnce will tend to nse m proportion to the excess 
of the demand over the supply pnces will nse until a 
point IS reached when, through excessive production or 
other cause, the demand is satisfied, then the reverse 
action will take place 

The operations in bills of exchange are confined within 

4 — (B 1525 ) 
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' much narrower hmits, and to appreciate the extent of 
these limits it will be well to refer to the reasons for 
sending bills of exchange in settlement of international 
indebtedness 

In inland transactions, we use, for convenience and in 
order to economize gold, cheques, which are bills of exchange 
payable on demand , similar considerations influence the 
using of bills of exchange in foreign commerce, only the 
saving of time, trouble, risk and expense is very much 
greater If the debtor can procure a bill of exchange^ 
neither he nor the creditor wll wish to be bothered about 
getting the com converted from the currency of one country 
into that of the other, more especially so when by remit- 
ting a bill both are relieved from the anxiety which the 
shipping of gold com or bullion always entails 

The point at which the augmentation m the price of 
commodities will stop is, to some extent, problematical, 
but it is not so with the pnce of bills of exchange Here 
we would interpolate the remark that we are ignormg at 
the present stage of our study all the perplexmg problems 
that have arisen from Great Bntain and so many other 
countries departmg from the Gold Standard m the year 
1931, and smce 

' The debtor m normal times will buy biUs of exchange for 
remittance m settlement of his foreign mdebtedness only 
so long as their cost does not exceed the cost of shippmg 
gold, and the point at which it is just as cheap to send the 
metal to his creditor will m normal times mark the hmit 
of the premium on the bills of exchange If the sellers of 
bills ask a price above this point, the New York merchant 
wdl send gold or cause gold to be sent rather than pay the 
enhanced premium 

As these Imes are being written the gold standard m 
England is suspended It is therefore not possible to give 
the gold or specie points It will, however, conduce 'to a 
better understanding of their meaning if the position both 
before and after the wai is described 
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As far as New York is concerned, the charges for shipping 
gold to London, in pre-war times, was redconed as 024 
cents, and by adding these charges to the Mint Par we J 
araved at the outgoing gold pomt from New York. 

The Mint Par is . $4 866 

Add — ^Freight, insurance, commission, etc , 
at 5 per miUe 024 

$4 890 

The $4 890 was assumed to be the limit beyond which the 
American debtor would not go in buying bills of exchange 
on London 

In the case of the supply of biUs on the New York 
market exceeding the demand, the opposite state of affairs 
prevailed the pnce for the paper fell away until the 
limit was reached at which the holders of the bills, the 
American creditors in this case, would rather withdraw gold 
from London than sell bills at a lower discount To find 
this point, we deduct the shipping charges from the Mint 
Par, 8 per miUe 

Mint Par 

Less Shipping Charges 


New Gold Points. 

From these calculations we gather that at $4 89 to £1, 
gold would be sent from New York to London in'preference 
to sending bills of exchange, and that at $4 827 to £1, it 
was more profitable for the New York creditor to draw 
gold from London than to sell bills in sterling 

lA'hen the Gold Standard was restored m Great Britam 
under the Gold Standard Act of Apnl, 1925, and gold 
commenced to move more or less freely, it was found that 
the "practical" gold points were rather different The 
expenses attaching to the shipping of gold from London to 
New York were approximately 3 757 per mille, which gives 


$4 866 
039 

S4 827 
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an outgoing gold point of $4 84828 , the costs of shipping 
gold from New York to London, on the other hand, were 
about 3 683 per miUe, givmg an mcoming gold point of 
$4’89233 In practice the gold pomts are capable of con- 
siderable vanation, and for these reasons shippmg costs 
vary with the size of the shipment mvolved, with the 
speed of the steamer by which gold is consigned, with 
the rates of insurance charged by the msurance com- 
panies, and with the competitive charges for handhng, 
packing, and cartmg gold to the ships All these factors at 
times enter mto the computation However, as illustrative 
of the way m which the gold pomts are built up, the follow- 
ing details of shipping costs %vill enable the reader to get 
an insight mto the business 


Export Gold Point — ^London to New York 


Cost of packing gold . 

Freight to New York 
Insurance 

Interest, say 8 days at 41 per cent 
per annum 

Handling charges in New York 
Assaying and melting or refining 
charges in New York 
Commissions and allowance for con- 
tingencies 


030 per mille 


Jl i/wv 

500 

tP 

PP 

986 


062 

PP 

179 

PP 

500 

PP 


3 757 per miUe 


The allowance of 179 per cent for assaymg and refining 
m New York, perhaps calls for some explanation, as 
theoretical calculations on gold pomts frequently omit tins 
factor “^n actual practice, however, it is necessary to include 
this item, small as it is, notwithstanding the fact that it is 
sometimes possible to sell gold to the Federal Reserve Bank 
m New York on production of guaranteed assay certificates 
Most operations, therefore, work on the assumption that 
the charge will be made 

Then for commission and contingencies, our computation 
includes 5 per mille The commission requires httle explan- 
ation it is the broker's charge for attendmg to the shippmg 
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Contingencies includes a small charge for unforeseen hap- 
penings, and for this reason insurance does not cover any 
nsk of delay on the voyage, which imght easily occur 
through a variety of causes, such as bad weather, assistmg 
another vessel in distress, or nunor mechanical difficulties 
ar ising from the ship’s machmery For example, the writer 
rails to mind a case when gold had to he transferred from 
one steamer to another owmg to a damaged propeller Then 
some operators mclude an infimtesimal charge for "margm 
of safety’’— that is, for the nsk of gold bemg less valuable 
on arrival than when it left the port of dispatch However, 
after taking all such factors mto consideration, our total 
charges amount to 3 757 per mille, and if we deduct these 
from the old Mint Panty ruhng before the USA devalued 
the dollar we get the rate of exchange at which ordmanly 
it was more profitable to ship gold than to purchase other 
forms of remittance, viz — 

Mint Par with New York S4 86656 

Less expenses at 3 757 per zniUe 01828 

$4 84828 


Then we have the other side of the question, that is, the 

Import Gold Point — New York to London 

The practical gold pomt, mdudmg the safety margm, was 
approximately $4 89233, based on the followmg charges — 


Cost of packmg 

076 per mille 

Freight 

1 500 

99 

Insurance 

500 

99 

Interest, 8 days at 4J per cent per 
annum 

986 

99 

Assaymg at Bank of England 

121 

99 

Commission and allowance for con- 
tingencies 

500 

99 


3 683 per mille 
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Now if we suppose that Amenca will adhere to the gold 
content to which she has reduced the dollar, and that 
Great Britain, for her part, when she does return to the 
Gold Standard will still maintain the gold sovereign at its 
present gold content, the theoretical gold pomts would be 
as follows — 

Export Gold Point — ^London to New York 

Mint Par with New York 58 24 

Less expenses at 3 757 per mille 03095 

$8 20905 


Import Gold Point — ^New York to London 

Mint Par $8 24 

Plus expenses at 3 683 per mille 03034 

$8 27034 


In normal times, with both countries in full adherence 
to the Gold Standard, when the gold exchanges reached \ 
approximately these levels, the bulhon or exchange operator 
would begm to contemplate shipping gold to or from New 
York rather than bid for other forms of remittance 
These rates are what are known as Gold Pomts, or, as^ 
some people prefer to call them. Specie Points, and, in^ 
order to impress them upon the reader's mind, we may* 
repeat that the outgoing specie point of a country is the 
rate at which gold m normal times leaves, and the incoming 
point IS the rate at which the gold enters a country 
As the result of our investigation, three facts are now 
prominently before us First, we see that the pnncipal, 
if not the only reason, for our using bills of exchange in 
international commerce is to save the expense, risk and 
trouble incidental to the dispatching of gold Secondly, 
when the merchant or other debtor has arrived at the 
parting of the ways, and is forced to choose between paying 
a price for the bills of exchange higher than the cost of 
sending gold to his creditors, he is said to adopt the latter 



THE MINT PAR AND GOLD OR SPECIE POINTS 39 

I 

alternative ' Thirdly, when the seller of bills of exchange 
finds the pnce offered for his paper to be lower than the 
expense of importing gold, he will elect to take the gold 
from the debtor country We thus get two gold or specie 
points between two countries, the import specie point 
being found by deducting the shipping charges from the 
Mint Par, and the export specie point by adding the 
shipping expenses to the Mint Par Needless to say, these 
specie pomts are only apphcable when the countnes con- ^ 
cemed are on the Gold Standard and the metal is allowed 
to flow freely to and from any two countnes 
In practice the solitary debtor, or even body of debtors, 

IS httle concerned with these specie points, and although 
for the sake of simpliaty we have assumed gold shipments 
to be earned out by debtors, yet in reality it is the bankers 
who ultimately carry through the transactions The ^ 
banker serves as the connecting link between buyers and ' 
sellers of exchange, and in the same way acts as the neces- 
sary intermediary for buying and selling gold but this 
does not affect the theory one whit, since the banker 
merely takes upon himself as it were, the load of debts from 
one particular centre, and forthwith proceeds to liquidate 
them in the manner most profitable to himself We 
will therefore transfer our attention to the banker and 
endeavour to trace the steps by which he amves at the 
disagreeable necessity for shipping gold 
We saw that in selling paper to his client, the banker 
draws the drafts on funds which he had previously 
deposited with his foreign correspondent but it may 
happen, in view of the profitable exchange, that the banker 
has sold bills which in the aggregate far exceed the sum at 
his disposal with the correspondent, or, as not infrequently 
occurs, he has made arrangements with the latter to accept 
or pay his drawings up to a certain specified limit ‘‘"In 
either case the banker will be obliged to cover his drawings, 
that is, he must see that the correspondent is put in funds 
to meet the bills in good time In many cases this will be 
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\/ done by the banlcer’s sending bills which he, in his turn, 
has purchased from various sellers on his own market. 
In New York, he may have bought bills drawn on London 
during the interval between the departure of one mail 
and another, and perhaps, on the very mail day the banker 
expects to remit the bills to London for encashment, a 
client IS forced to buy a draft from him The banker will 
sell this draft, usually at a fair profit, and it is not unusual 
for the customer to send it to London m settlement of some 
debt or other by the same steamer which carnes the batch 
of bills previously purchased by the banker The British 
correspondent will in due course collect the bills sent him 
for encashment, and with the proceeds he is m a position 
to meet the bill, sold at the last moment by the New York 
banker, which bill we may suppose is for an amount equal 
to the total of the other drafts remitted to him by the 
Amencan The profit on such an operation is apparent 
In any case, the banker endeavours to cover his sales by 
purchasing other bills on the cheapest market, but he 
cannot always work the exchange m such a convenient 
manner as that we have just descnbed" If the banker is 
unable to buy bills direct on London to cover his sales of 
drafts, he will resort to purchases of bills on a third, or 
even fourth country These bills he will dispatch to his 
accredited correspondent in each centre, with instructions 
to remit the proceeds to the credit of this account with the 
banlcer or other correspondent m London upon whom he 
has drawn the bills which compnsed his sales in New York 

^fn course of time he finds he has burnt all his bridges, 
exchange will go against him on the other markets, and in 
default of cover at reasonable rates, as a last resource he 
will be obhged to ship gold and sell it on the London 
market at the pnce fixed by law, and with the proceeds 
replemsh what, m bankmg parlance, is called his oversold 
gold account 

'-'It IS also the banker who is ultimately responsible for 
the gold shipment which is drawn from a debtor country 
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when the import specie point is reached in the creditor 
country Theoretically, the ordinary seller will not dis- 
pose of his bill, but will prefer to send it direct to the 
creditor for payment, and so draw gold from the country 
the exchange is against In practice, however, the selling 
will still go on as in the converse case, and it is the bankers 
who will arrange the gold shipments , they themselves 
will be the buyers of the bills from the holders at or about 
specie point, and will subsequently send the bills over to 
the country with the unfavourable exchange 

The object of the bankers’ remitting these bills to the 
debtor country is obviously to recoup themselves for their 
outlay on the purchase of gold, which must still be sent 
to cancel the indebtedness between two centres, but it 
should be noted that the bankers’ action in taking these ^ 
surplus bills off the market, while not stopping the gold\ 
shipments, does serve to prevent the exchange falling far J 
below gold point 

Finally, in each case, that of the gold coming into the 
country, and that in which it goes out, the ultimate effect 
IS the same as is seen in the importation and exportation 
of any other commodity the relative balance of indebted- 
ness between the two countries will soon be turned, and 
when once the equihbnum is restored, assuming trade 
conditions to be normal, the ordinary buying and selling 
of bills of exchange will recommence With the abandon- 
ment of the Gold Standard m so many countries, the 
ordmary gold pomts will, of necessity, be in abeyance, or 
at times wdl entirely disappear 

We see, therefore, that in ordinary circumstances, the 
exchange student is not directly concerned with the actual 
shipping of gold, which is a business in the hands of special- 
ists, but it has been necessary to enlarge on the subject in 
order that a correct understanding be reached in regard 
to the gold pomts, the true significance of which we are 
now in a position to appreciate 

In discussing the Mint Par, we ascertained that there 
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were a number of countries the interchange of whose 
currency could be calculated on a fixed basis laid down by 
their own laws, and in view of the foregoing explanation, 
it is now quite easy to realize that the gold points are 
those rates of exchange which will be produced by buying 


gold in one country, and selling it m one or other of those 
countnes with which we have a Mint Par ''^The rate at 


which these countnes will exchange the gold into their 
own legal tender is definitely stated, and we have only to 
add or deduct the cost of shipping the gold in order to see 
which exchange is for us and which against us 
Our real difficulty in regard to these specie points is, 
that even in normal times with the Gold Standard m full 
operation, they do not m practice conform to the limits ( 
which, m theory, are assigned to them between eachj 
centre we often find the rates varying, according to the 
distance from London Unlike the Mint Par, which is 
mvanable as long as the comage laws of Great Britain and 
other gold standard countries remain the same, the specie , 
points are affected by vanations m the cost of freight, 
insurance, packing, and commission, and in many cases 
interest has to be taken into account Then, as was evident 
during the Great War, shipping nsk and other circum- 
stances affect gold movements 

- Apart from these factors, the manner in which the points 
will diverge from the fixed hmits in practice will often 
depend upon the peculiar advantages within reach of each ' 
shipper One consignor, for instance, may have special 
facilities for packing, another may be offered concessions 
by the Mint authonties in the receiving country, while a 
third shipper, being able to send the gold forward in 
larger quantities than the rest, gets a reduction in the 
freight In recent years this has been particularly notice- 
able with gold shipments from New York Owing to 
competition between shippmg companies, freight jates 
have been cut, and interest charges also reduced This 
in turn has altered the specie pomt for gold from the USA, 
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and has emphasized the fact that in practice the gold or 
speae pomts tend to vary with times and particular 
circumstances All or any of the concessions to which we 
have referred matenally alter the ultimate rate When 
shippmg corns, too, there must also be considered the 
allowance which will have to be made for any gold pieces 
worn and under full weight 

The reader will therefore perceive that it is difficult 
to fix these specie points with absolute precision, and 
although they are theoretically correct, recent events 
folloiving the suspension of the Gold Standard m Great 
Bntain and other countnes have demonstrated all too 
clearly that we must not take them as definitely estabhshed 
The standard put into operation in England under the 
Gold Standard Act of 1925 is what is known as the Gold 
BuUion Standard In the post-war penod, England was 
the first country to adopt this standard, and several other 
European States that have subsequently stabilized their 
currency have, in the mam, adopted a system that conforms 
closely to the gold bullion standard France, for mstance, 
in re-hnking French currency to gold, has given that 
country a gold bullion standard somewhat analogous to 
that of Great Bntam 

The gold bulhon standard was really a device or discovery 
of the old economist Ricardo , it is not new to England, 
since it was adopted m 1819 under the Act for the Resump- 
tion of Cash Pa 3 rments, though it did not on that occasion 
come mto practical operation The effective worlang of 
the Gold Bulhon Standard really depends on the obligation 
of the Central Bank to buy and to sell gold bullion with- 
out restnction at pnces fixed by law By the Bntish 
old Standard Act of May, 1925, the bullion standard was 
made effective Under the Bank Charter Act of 1844, 
0 Bank of England is obliged to buy gold at 77s 9d 
per standard ounce (i e gold i^ths fine) , this corresponds 
0 a pnce of 84s 9d per fine ounce The Act of 1925 also 
makes it obligatory for the Bank to sell gold bulhon to 
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all comers at 77s lO^d. per ounce standard, which agam 
IS equivalent to a price of 84s 11 4545d per fine oz. In pass- 
ing, we may mention that the gold market has abandoned 
the pre-war practice of deahng m terms of “ standard ” 
gold — all operations are now conducted on the basis of 
“ fine ” or pure gold It should be noticed, too, that the 
Gold Standard Act of 1925 suspended not only the free 
coinage of gold, but also the convertibihty into gold com 
of both Currency notes and Bank of England notes As 
the reader is aware, the Government’s note issue has smce 
been amalgamated with that of the Bank of England, and 
we shall refer to this at a later stage 
The gold sold by the Bank of England is in bars of not 
less than 400 oz each, and at the Bank of England's selling 
pnce of gold before Great Britain agam abandoned the 
Gold Standard on 21st September, 1931, a bar of that 
weight was worth approximately £1,700 
The object of the Act of 1925 was to ensure for Great 
Britain the free convertibihty of gold mto credit and credit 
mto gold, and it will be realized that by limiting the sales 
of gold to bars of a mmimum weight of 400 oz the demand 
for gold for mtemal circulation was effectively prevented 
Thus passed the Gold Specie Standard that had been m 
operation in the United Kingdom for so long It was a 
sound system, but its successful operation depended upon 
a free and unhimted comage of gold and the use of gold 
com as a medium of exchange One regretted the necessity 
for its replacement by the Gold Bulhon Standard 
but the load of mdebtedness left by the Great War left * 
no other course possible , the demand for economy was all- 
powerful The considered opmion of many currency experts 
as well as statesmen was that with the adoption of the 
Gold Bulhon Standard somethmg like finahty had been 
achieved But, as we shall see later on m this book, after 
a six-years' fight against an imparalleled combination of 
adverse economic forces. Great Britain was forced to 
abandon the Gold Standard She has been followed in that 
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action by many other countnes, and so to-day the move-i 
ment of gold from one centre to another is governed by 
many factors other than rates of exchange Gold countnes, 
like France and Amenca, have absorbed the metal, no 
matter what its pnce on the open market 
Now to return to the consideration of gold pomts As 
we have said, to a great extent the old gold pomts have 
proved more or less theoretical Under the Gold Bulhon 
Standard m operation m England and elsewhere, however, 
it seemed certam that in practice gold would flow to or from 
the Umted Kmgdom when rates of exchange were such as 
to make the import or export of gold profitable While the 
standard was functionmg, none of the bankers were content 
to execute exchange operations by means of bills of ex- 
change or other forms of transfer when rates were at such 
levels as to make shipments of gold (all expenses, such as 
freight, packmg, msurance, and loss of mterest bemg taken 
into consideration) a more paymg proposition 
The pomts were thus tendmg to become more " practical" 
gold pomts than had hitherto been the case The mam 
pomt the student of exchange has to bear m mind is that 
if the Gold Standard is m full operation, when the exchange 
of country A on country B falls to so low a rate that it 
ivill pay better to send gold than to buy exchange on the 
market, the export gold pomt will emerge , when the rate 
of exchange of country A on country B nses to so high 
a level that it will be more profitable to draw gold from B, 
then the import gold pomt to A will arise In other words, 
if exchange is adverse to B, that country may be said to 
export gold, while if ei^ange is adverse to A, then A will 
have to export gold Thus, what is the import gold or 
specie pomt to the one country will be the export pomt 
from the other country It follows then, that if the free 
flow of gold between coimtnes is at some future time per- 
mitted, the upper and lower limits of exchange will be 
marked by these bulhon pomts For example, when a 
ormer edition (the seventh) of this book was bemg wntten. 
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after due cognizance of all expenses attendant on gold 
shipments between England and France, it was estimated 
that when the rate of exchange between London and Pans 
was so unfavourable to France that she had to surrender 
francs 124 55 to the £1, gold should commence to flow from 
France to England If, on the other hand, the rate moved 
adversely to London and reached francs 123 92^ to the {,1, 
than it was considered hkely that London would send gold 
to Pans Viewed from England's standpoint 124 55 francs 
to the £1 was the gold import pomt , 123 92 J francs to the 
;^1 was the gold export point 

It IS of importance to remember that the gold export 
pomt from a country is the Mint Par of exchange less 
shippmg expenses and mterest and commission, if any , 
the import gold pomt is the Mmt Par of exchange plus 
simtlar expenses No fixed import or export specie pomts, 
however, can be calculated unless the gold standard 
is m full worlcmg order between the various countnes 
concerned 

Then, to add to the perplexity of the exchange student 
who may wish to familiarize himself with the theory 
of gold pomts, there is yet another factor that has to be 
taken mto consideration We refer to the transport of 
gold by air The movement of the precious metal by aero- 
plane to the more distant centres is as yet m its mfancy 
But the science of foreign exchange, like any other science, 
does not stand still, and we are on the eve of great develop- 
ments that may yet cause us to revolutionize our gold pomt 
theories The carrymg of gold across the Atlantic is not yet 
a feasible proposition, but m the light of modem aclueve- 
ments, who shall say that it is impossible^ However, 
between some of the Contmental centres gold is already 
being sent freely by air transport, and if the busmess 
develops with other countnes, as it surely will, the saving 
of mterest alone will make it worth while 

The position at present is that the gold or specie points 
m country are moperative They a:e, in fact, m- 
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tangible, even though some people still persist in considenng 
them to be effective In reahty they are non-existent 
On reflection, however, it will be plam to the veriest tyro 
that as England is not on the Gold Standard and as since 
21st September, 1931, the Bank of England, on the one 
hand, has been reheved of its obhgations to sell gold at the 
fixed pnce of 77s lO^d per standard ounce, and, on the 
other hand, no one is likely to sell gold to the Bank of 
England at the fixed price of 77s 9d per standard ounce 
when the open market pnce is so much higher, there is no 
basis for the calculation of the points 
A further obstacle is the constant vanation m rates of 
exchange between the vanous centres, and even if one were 
able to take the fixed pnce of gold as a starting point, it 
would be impossible to calculate with precision the import 
or export specie pomts at a particular time When, there- 
fore, the newspapers state at the present time that exchange 
with a certain country is at gold import or gold export 
pomt, the imphcation is, that exchange is at such a point 
that it would be profitable to purchase gold at the open 
market pnce, and takmg mto account expenses of shipment, 
send it to or from the country mdicated, and exchange it 
mto local currency Most of such statements, however,’ 
overlook the fact that it is a physical impossibihty to set 
up gold pomts between one country on an mconvertible 
paper currency standard and one on a gold standard What 
really happens nowadays is that m the event of the 
exchanges between any of those countnes still on the gold 
standard, say, France and America, movmg to the level 
at which gold is profitable to export, the metal frequently 
Will be purchased on the London market by the country 
whose exchange is adverse, and shipped to the country 
which has the favourable rate of exchange 
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THE FOREIGN EXCHANGE QUOTATIONS OF TO-DAY— FIXED, 
MOVABLE, DIRECT, AND INDIRECT EXCHANGE RATES 
— ^PRICES FOR FOREIGN MONEY BEFORE AND AFTER 
SUSPENSION OF GOLD STANDARD 

The mdustnous reader who has successfully surmounted 
the obstacles, m the shape of Mmt panties and gold points, 
that have hitherto barred the way to a correct understand- 
ing of the working of the exchanges, is now in a position to 
appreciate the fare served up to him each monimg with 
his tea and toast by the city editor of his daily newspaper 
It will be an easy transition to pass from the study of the 
bases for the quotations to the rates of exchange them- 
selves. 

As a matter of fact, the record of foreign exchange 
quotations given m the Press has undergone considerable 
alteration smce the days of the Great War, 1914-1918 
The pre-war rates had outhved their usefulness, and the 
foreign exchange markets have had to adjust their ways 
of deahng, so we need waste httle time m examinmg the 
past practice 

Pnor to the Great War, and for some time afterwards, 
the newspapers used to give a daily hst, headed " Foreign 
Exchanges," and this table of rates was supplemented, 
twice a week — on Wednesdays and Fndaj^s — ^by a second 
table, called the " Course of Exchange ” The latter record 
of rates was discontmued m February, 1921, though some 
newspapers still give occasionally a list of rates under the 
heading " Course of Exchange.” It is by no means an 
ojSiaal set of prices, but represents vanous quotations, 
gleaned from banks and brokers, at which bills of exchange 
drawn on the named foreign centres have changed hands 
Up to 1921, however, a certam amount of dignity was 
accorded to the Course of Exchange In bankmg parlance, 
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quotations of to-day 

it was known as the “ On Change " table, and the rates 
quoted in the newspaper represented those in force on the 
preceding business day in London Every Tuesday and 
Thursday a number of exchange dealers, foreign branch 
bankers, and a few others, used to meet withm the 
hallowed precmcts of the Royal Exchange, and their 
dealmgs in bills took place on the ground floor of that 
buildmg “ Change,” as a rule, lasted only a few mmutes, 
and immediately foUowmg, a hst of the bargams was 
drawn up for issue to the Press As we have said, it gave 
the prices or rates of exchange at which bills on the various 
countries changed hands Even had no war occurred, it 
is doubtful whether the ” On Change ” meetmgs would 
have been contmued, as the number of interested persons 
attending was becoming fewer and fewer By February, 
1921, the busmess had become more and more a matter 
of bargaining over the telephone, and with all the ]omt- 
stock banks well equipped for conducting foreign exchange 
operations the consensus of opimon was that meetmgs at 
the Royal Exchange were no longer necessary 
In case the reader may wonder why the London Course 
of Exchange quotations were not more frequently issued, 
we may say at once that Ixindon, havmg pnde of place 
as the monetary centre of the world, has very many more 
bills drawn upon her than she draws on other countries, 
consequently the persons mterested m these ” wretched, 
wrinkled, scrawled over, blotchy, frowsy pieces of paper ” 
(Mr Lloyd George’s nsune for them) are concerned m a 
far greater degree with the rates quoted m foreign cities 
than they are with those settled m London 
The foreign exchange table still appears daily in the 
Press, and though more attention is paid to it by bankers 
than m pre-war days, the quotations still seem to be re- 
garded by the average man somewhat m the same way 
as the schoolboy regards the signs of the Zodiac — to him 
they are mcomprehensible However, there need be no 
mystery about the rates if the prmciples upon which they 

5— (B IS25) 
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are based are systematically investigated , and m the hope 
that the mastermg of these exchange technicahties may 
lead the student henceforth to regard the Money Article 
of his daily newspaper as at least as attractive as, and cer- 
tainly of more importance to him than, say, the daily 
record of cricket or football results, we proceed without 
misgi\nng to another useful stage in our inquiry 

All the newspapers now give a hst of the foreign exchange 
quotation issued under arrangements made by the London 
Clearing Banks The hst of rates shown on page 5 1 appeared 
in The Times of 25th October, 1937, and, as will be observed, 
it indicates the range withm which busmess was done on 
the two preceding busmess days (24th October bemg a Sun- 
day) The figures that appear m parentheses are the bank 
rates ruhng m the various centres, reference to which will 
be made later For the present let us endeavour to see 
what we can read mto the rates 

London, as we have said, is stiU the prmcipal exchange 
centre of the world, and the cosmopohtan operators that com- 
prise the foreign exchange market are a busy lot of people 
They keep m constant communication with all the import- 
ant foreign centres, and, by means of telephones, telegrams, 
and cables, mamtam mtercourse with their overseas 
correspondents. Views are exchanged daily, even hourly, 
and as the denizens of the exchange market keep m dose 
touch with the trend of foreign markets and the opera- 
tions that take place therem, they are m a position to 
know the latest rates rulmg for all the important foreign 
currencies 

In any one day several lots of rates wjH be received 
Far off centres hke those of India, China, and the Far 
East, send only one rate per day , from the more adjacent 
countries several rates will be received, by telephone or 
otherwise, during the course of the day There is no real 
bourse m London m which foreign exchange operations are 
earned on The busmess tends more and more to be con- 
ducted by means of telephone and cables, and even the 
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Place 

Method 

of 

Quoting 

Par of 
Exch'ge 
before 
Sept 20, 
1931 

Oct 23. 
1937 

Oct 22, 
1937 

% 

New York (1) 

Montreal 

Pans (3J) 

Brussels (2) 

Milan (4^) 

Switzerland (1^) 

Athens (6) 

Helsingfors (4) 

Madnd (5) 

Lisbon (4J) 

Amsterdam (2) 

Berhn (4) 

Vienna (3^^) 

Budapest (4) 

Prague (3) 

Danzig (4) 

Warsaw (5) 

Riga (6) 

Bucharest (44) 

Istanbul 

Belgrade (5) 

Kovno (6) 

Sofia (6) 

Talhnn (4i) 

Oslo (4) 

Stockholm (24) 

Copenhagen (4) 
Alexandna 
Bombay (3) 

Calcutta (3) 

Madras (3) 

Hong-Kong 

Kobe (3 285) 

Shanghai 

Smgapore 

Batavia (3) 

Rio de Janeiro 
Buenos Aires 

Valparaiso 

Montevideo 

Lima (64) 

Mevico 

Manila 

§ to^ 

5 tO;£ 

Fr 

Bel to £ 
Lire to £ 

Fr to £ 

Dr to 
to £ 

Pts to £ 
Escu to £ 
FI tO;^ 

M to 

Sch to £ 
Pen to £ 
Kc to £ 
Gul to £ 
Zloty to £ 
Lats to £ 
Lei to £ 
tO;^ 
Dm to £ 
Lit to £ 
Lev to £ 

E Kr tO;£ 
Kr to £ 

Kr to / 

6 to£ 

Pst to £ 
Per rup 

Per rup 

Per rup 

Per dol 

Per yen 

Per dol 

Per dol 

FI to£ 

Per mil 
Paper 

pes to £ 
Pesos to £ 
Per peso 
Soles to £ 

Pesos to £ 
Per peso 

4 86f 
4 86f 
124 21 

35 00 
92 46 
25 22 
375 00 
193 23 
25 22 

no 00 

12 11 

20 43 

34 59 

27 82 
164 25 

25 00 

43 38 

25 22 
813 60 

276 32 
48 66 
673 66 

18 16 

18 16 

18 16 

18 16 

97 50 

Is 6d 

Is 6d 

Is 6d 

24 58d 

2s 4d 

12 11 
590d 

11 45 

40 00 

4s 3d 
17 38 

4 94I-95J 

4 95-954 
1464-146? 
29 35-29 38 
94,V-944 
2148-51 
540-555 
2254-2264 
60-100 
llO-llOf 

8 95-96 

12 31-12 34 
254-274 
241-254 
1414-1411 
26-264 
26-264 
244-251 
665-685 

6 20 
211-221 
29-30 
390-420 
17|-18| 

19 85-19 95 
19 35-19 45 
22 35-22 45 
97|-97| 

1/24-1/34 

1/2-1/24 

8/4^2/44 

8 914-954 
244-ia<i 

16 60-65 

124 

274-4d 

I84-I94 

174-184 

2/0-2/0^^ 

4 95-95f 

4 944-954 
1464-1464 
29 33-29 39 

94^-944 

21 484-514 
540-555 

2254-2264 

60-100 

110-1104 

8 954-964 
12 31-12 34 

254-274 

244-254 

1414-1414 

26-264 

26-264 

244-254 

665-685 

6 20 
211-221 
29-30 
390-420 
174-184 

19 85-19 95 
19 35-19 45 

22 35-22 45 

974-974 

l/6sV-^j 

1/24-1/34 

l/lf4-2^ 

1/2-1/24 

2/4^2/44 

8 914-954 

244-g?d 

16 58-65 

124 

274-4d 

181-194 

174-184 

2/O-2/O1V 

9 76 

24 66d 
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ubiquitous broker is not so much m evidence as he was 
a year or two ago Banks nowadays attend to a good deal 
of their own exchange busmess, and more often than not 
get their own rates direct 

The first list of quotations usually appears about 10 45 
am., that he who runs may read, though the foreign 
exchange coterie are busy long before that hour. The 
second hst is available about 12 noon , a third appears 
after the dealer has lunched, say 2pm, and the final list 
is pubhshed about 4 30 pm It is this last hst which 
makes its appearance each mommg m the city article of 
the Press 

One used to get a cunous conglomeration of quotations 
m this list a few years ago Cable transfer rates rubbed 
shoulders with demand rates , bills payable from 30 to 90 
days’ sight jostled short sight quotations, and, to puzzle 
the man m the street, telegraphic transfer rates were often 
m close proximity to sight rates However, times change 
and we change with them, and the exigencies of war and 
post-war finance have led to greater simphcity, since the 
bulk of the rates now appearing are telegraphic rates, and 
we are thus saved from confusion , a few of the quotations, 
like those of Valparaiso, are still for 90 days’ sight bills 
A glance at one hst of rates will reveal one or two cunosi- 
ties It will be seen that some rates are m foreign units 
to ;^1, while others are m pence or shillmgs and pence 
to the foreign unit We have thus two distinct methods 
of quotmg, known respectively as movable and fixed 
exchange 

* Movable exchange is where rates are quoted in foreign 
units to the home currency , thus, the first quotation in 
the list, that of New York, and all the rates down to 
Alexandna, are m dollars and cents, francs and centimes, 
pesetas and centimes, and so on to the pound sterlmg 
Fluctuations, or movements m exchange, are expressed 
m terms of the foreign currency, so plainly the higher the 
quotation, the lower will be the cost of the foreign unit 
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get more pengos and fillers, lats and santimes, or 

flonns and cents for each pound steihng we hand over 
It seems an unscientific method of quotmg or expressmg 
exchange vanations, and these httle idiosyncrasies do 
make thmgs difficult of comprehension for the begmner 
Fixed exchange, however, seems to be a regular po7ts 
astnorim to begmners , it is even occasionally a stumbhng- 
block to the hardened exchange dealer Examples affixed 
exchange are found m the quotations on Buenos Aires, 
Rio, and some of the Far Eastern centres, exchange on 
which IS quoted m pence and shilhngs and pence to the 
peso, dollar, milreis, Chmese dollar or Indian rupee as the 
case may be When the rate is given m this way, it is called 
Fixed Exchange, and the higher the quotation, the higher 
the cost of the foreign unit If one is purchasmg a currency 
that IS quoted m this way, the fewer pence or shilhngs and 
pence given for the foreign umt, the more favourable will 
be the rate to him On the other hand, if one is a seller, 
the greater number of pence that one can wrench from the 
buyer of the foreign unit, the better will be the rate But 
in movable exchange, the bram has to ]erk back agam, and 
when buymg, the less sterhng given for the foreign unit, 
the more profitable iviU be the operation , when selhng, 
the fewer foreign units one parts with for each pound 
sterhng the better wiU be the rate We shall refer agam 
to these idios 3 mcrasies at a later stage , for the present 
let us probe a httle furthei mto the readmg of the rates 
themselves 

From our list of the quotations ruling on 23rd October, 
1937, it will be observed that for each centre two rates are 
quoted , thus, for New York we get 4 95-95 and for 
Pans, 146f-146| Some little difficulty may be expenenced 
at first m understandmg the meanmg of these figures, 
especially if the general reader be in a position similar to 
that of the author, and has to study the foreign exchange 
article m several daily newspapers In London, until 
comparatively recently, there was nothmg like umformity 
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m the publication of the rates of exchange Some news- 
papers, hke The Times, for example, used to give the range 
of each day’s rates , that is, the highest and lowest quota- 
tions at which dealmgs had taken place Others, such as 
the Morning Post and the Daily Telegraph, purported to 
give the closmg rates of the day Some of the papers, 
agam, gave what was termed the “mean rates,” that is 
the middle rate between buymg and selhng, and this is 
the system adopted by those who, for statistical purposes, 
work out the weeldy, monthly, and yearly average rates 
of the exchanges the mean rate is taken Now, owmg 
to the anomalies m pubhshed quotations that followed the 
suspension of the Gold Standard in so many countnes, an 
arrangement has been made under which the pnncipal 
newspapers give the range withm which rates have been 
quoted durmg the precedmg day However, for our purpose, 
these differences are not of any great importance, smce, as 
we shall presently learn, very often the pubhshed quotations 
are not always those at which busmess has taken place. 

It is the practice of the representatives of the newspapers 
to call m at the principal banks towards the dose of each 
day and collect details of the rates that have been current 
durmg busmess hours, and as each reporter does not go 
to the same bank it is apparent that vanations m some 
quotations will be seen m different newspapers 

Well, to return to the quotations m our hst , generally 
speakmg, they may be regarded as sellmg and bu 5 ang 
rates If the reader be a buyer of dollars, for example, 
$4 95-$4 95£* means that for each pound sterlmg he 
hands over to the bank he will receive 4 American dollars 
and 95 cents , but if he be a seller of Amencan currency, 
he will have to surrender 4 dollars 95^ cents for each 
pound sterlmg the bank hands to him It is the same 
with all the rates of exchange that are quoted m what 
we have descnbed as “ movable exchange ” — m each case, 
if it be, say, francs, pesetas, kroner, lats, etc , the smaller 
number of foreign units will be received if one is a buyer. 
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and the larger number represents those one has to 
surrender if a seller 

When we come to fixed exchange, that is, pence 
or shiUmgs and pence to the foreign unit, the reverse 
rule holds good Bombay, for mstance, has two rates 
the former representmg the bank's buymg rate 
and the latter its selling rate In other words, it will buy 
Indian rupees from the seller of tliat currency at l/63^d for 
each rupee, but if one wants to buy rupees, then the bank 
will charge l/6;^d for each of that monetary unit it sells 
Sunilar differences will be found m the other s hillin gs and 
pence rates or pence — ^they are all fixed exchanges, and the 
rate fluctuates m terms of the home currency, whereas m 
movable exchange it fluctuates m terms of the foreign unit 

As if to confuse the issue, other terms are frequently 
used to descnbe the two methods of quoting Movable 
exchange is sometimes known as "mdirect" exchange, 
while “fixed” exchange is termed "direct ” These ex- 
pressions, however, are of no particular significance and 
tend nowadays to fall mto disuse They may be explamed 
briefly m this way Direct, or fixed exchange, is the quota- 
tion of a foreign monetary umt m terms of our own home 
currency Thus, we quote the Indian rupee m s hilling s and 
pence, and the Brazihan milreis m pence Indirect, or 
movable, exchange is the method by which we quote the 
number of foreign monetary umts that can be purchased 
With the home currency For example, we state how 
many francs, dollars, pesetas, reichsmarks, or hre can be 
purchased for £1 sterhng 

With all these vanations to remember, there is httle 
wonder that the man m the street is oft-times mchned 
to tear his hair m desperation, and to consider that he had 
better leave the riddle of the exchanges for some other 
person to solve Yet, a little practice m the readmg of 
the quotations will soon put an end to his perplexities, 
and havmg mtroduced him to the list of the world’s 
exchanges, m order not to tire him unduly, we dose this 
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chapter with a few simple rules that may serve to aid his 
mental digestion 

First, then, a simple axiom for the novice in exchange 

to remember is that when deahng m fixed exchange, that 

IS, m pence, or m shillmgs and pence per foreign unit, buy 

low, sell high or, to state it more plainly still, buy at the 

low quotation and sell at the high. 

Secondly, for movable exchange, that is, francs and 

centimes, kroner and ore, and so on, to the pound sterling, 

the rule is, buy high, sell low That is, always buy at the 

high quotation and sell at the low 

In the one case, the fewer shillings and pence surrendered 

for the foreign unit, the better will be the rate for a buyer , 

while for a seller, the greater number of pence or shillings 

and pence that can be wrested from the banker for each 

foreign unit, the better will be the rate for the seller. 

In the second case, the bram is given another twist back, 

and when buymg, the more foreign units one can get for 

each pound sterhng, the more favourable will be the rate , 

when selhng, the fewer foreign units surrendered for each 

pound sterlmg the better will be the rate for the seller and 

the worse it will be for the bu3nng banker 

We admit these methods of quoting are unscientific and 

awkward m practice, but we have to take thmgs as they 

are, not as we would like them to be So to conclude this 

inordmately long description of rates, we leave with the 

reader a few lines of doggerel that exchange operators are 

fond of quoting — 

J ust sing this little chorus, 

And sing it every day , 

" That higher rates are for us. 

And loiv the other way '' 

That IS, when quoting units 
To every sterhng pound , 

But with pence to units foreign. 

It’s the other way around 

For then you’ll sing your chorus 
Every day, until you die , 

" That low rates will be for us — 

While those against us will be high " 
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THE ANALYSIS OF RATES OF EXCHANGE (CONTINUED) — 
COMPONENT PARTS OF A RATE OF EXCHANGE — ^THE TELE- 
GRAPHIC TRANSFER RATE AND HOW IT IS USED AS A 
BASIS UPON WHICH TO BUILD OTHER EXCHANGE RATES 
—THE DEMAND AND SIXTY DAY RATES — ^NOMENCLATURE 
OF THE FOREIGN MONETARY UNITS GIVEN IN THE DAILY 
LIST OF EXCHANGE QUOTATIONS 

In out previous chapter we gave the reader much food for 
reflection , m this one he is asked to perform further 
mental gymnastics, and we shall not blame him if at the 
end he uses the late Walter Bagehot's famous phrase 
" It’s awful to read on the currency ! ” Yet, as we have 
said, the study of the foreign exchanges is a fascmatmg 
pursmt, and doubtless those who have so far not fallen 
by the way, ivill feel m them the strongest possible urge 
to contmue. Well, as thoroughness is the key-note of 
success in the understandmg of the problems of exchange, 
we want here to mtroduce the reader to a few factors that 
are but dimly comprehended, even by those who affect 
to have somethmg more than a passmg acquamtanceship 
with the practical workmg of exchange We refer to the 
question, " What is it that makes the rate of exchange ? ” 
Here, we want the reader to work on the assumption 
that the Gold Standard is m full operation m the various 
comitnes, for we devoutly hope that by the time he has 
finished his studies a general resumption of gold payments 
will have taken place 

The Mmt Par of Exchange we have shown is mainly the 
startmg pomt for exchange variations, and m normal 
times it IS the Mmt Par around which rates will oscillate 
We have also referred to the upper and lower linuts known 
as gold pomts, but how do they all operate together to 
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form the rates ? In this manner On the assumption 
that we are deahng with gold standard countries, the rate 
of exchange charged by a bank or other exchange operator 
for a foreign bill will first of all represent Mmt Par, or, m 
other words, the gold equivalent of the foreign monetary 
units Yet, as we have endeavoured to explam, rates 
seldom stop at Mint Par The rates quoted will also 
mclude a premium or be mmus a discount on the Mmt 
Par, greater or less, as the case may be, m proportion to 
the demand for bills or other forms of exchange on the 
market as compared with the supply. If there be a 
demand m excess of the supply, the Mmt Par will be plus 
a premium , if the supply be m excess, the Mmt Par will 
be less a discount Then agam, the rate will mclude the 
seller’s commission, and be less an allowance for mterest, 
accordmg to the time the banker has the use of the money 
paid for the bill, or accordmg to the time he is out of his 
money if he buys a bill. This mterest allowance will be 
reckoned on the period of time taken for the passage of 
the bill between two pomts — ^the centre m which the bill 
is drawn or sold, and that m which it is paid The remam- 
ing element m the rate will be the cost of shippmg gold 
to the centre named, and after this last charge is taken 
into account, we have the whole of the component parts 
that really go to make up the rates of exchange as quoted 
m normal times, though it is probable that no one other 
than a banker womes about how a seUmg rate is made up. 

The banker's bu5nng rate is similarly calculated , it 
includes the Mmt Par, plus a premium or mmus a discount 
on the Mmt Par, less, agam, a commission covermg the 
dealer's profit, and an allowance for his risk and trouble , 
finally, it is less a discount accordmg to the penod for which 
the draft has to run, and mmus the cost of shippmg gold 

On the face of it, it all seems very complicated, so, 
without m the least desirmg to treat readers as babes and 
sucldmgs m the world of finance, we hasten to add that, 
reduced to the simplest terms, the explanation of the rates 
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IS that the selhng rates are in effect the rates at which the 
banks sell gold, the bills of exchange and other forms of 
remittance being claims to so much gold m the country 
m which they are paid, while the buymg rates are the 
rates of exchange at which the banks buy gold, or, m other 
words, buy the nght to receive so much of the gold 
currency, or its equivalent, of the country m which the 
bills will be ultimately paid 

Now, in practice, the writer has found that people 
understand very well all the constituents of a rate except 
the addition to the Mint Par of the cost of shippmg gold 
in the one case, and the deduction of the cost of shippmg 
gold from the Mmt Par in the otlier case, so a further few 
words of explanation may be useful We may presume 
that it IS accepted first of all that the startmg pomt m the 
rate is Mint. Par, also that as the banker is not a philan- 
thropist and does not work for nothmg, no one will grumble 
about the additions and deductions of commissions and 
premiums or discounts That bemg so, there remains the 
cost of shippmg gold to consider By way of example, let 
us take the exchange between London and New York 
Let us suppose that, owmg to the balance of mdebted- 
ness bemg agamst England, London has to pay to New 
York much more than she has to receive from that centre 
The position will be that merchants who have to remit 
to New York, m fact all who may be under the painful 
necessity of setthng debts owmg to that centre, will be 
searchmg the market for the wherewithal to remit They 
or their agents, are eager buyers of bills of exchange In 
such circumstances the demand will out-distance the 
supply , there will be competition to secure the bills 
m the market, and m proportion to the competition, the 
pnce of these bills will rise, that is to say, the dollar 
rate of exchange wiU move agamst London The price 
(or the rate of exchange) will rise with the degree of the 
competition 

If the reader will dismiss from bis mmd for the moment 
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the interposition of the bill of exchange, and will remember 
that what m reality the Amencan credit has to be paid 
in IS gold dollars, he will understand that, failmg any other 
way of getting gold mto the hands of the Amencan 
creditors, the Enghsh debtors' obligation is to send gold from 
London at his own nsk and expense That being so, he 
will be prepared to bid higher and higher for the bills until 
the rate of exchange includes the known cost of shippmg 
gold to New York '''^So we see that more will be paid for 
the remittance than the Mint Par of exchange in certain 
circumstances, as few care to mcur the nsk, trouble and 
expense of sending gold if it can be avoided The buyer 
is, in fact, assumed to be wilhng to pay such an amount 
for the bill as will represent the mcidentals we have men- 
tioned, and the cost of the movement of gold to the foreign 
centre (New York m the case we have considered), but 
m normal times he will not pay more, smee if the quota- 
tion for exchange exceed the total factors which we have 
shown go to make up the rate of exchange, it would be 
more profitable to accept the inevitable and purchase the 
gold and ship it in settlement of his debt Thus, we get 
back to the theory we have outlined in our chapter on the 
Gold Points 

The reverse aspect of the question will be followed easily 
— ^that is the pomt at which the supply of exchange, 
London on New York, exceeds demand In this case the 
value, or the price of debts payable in New York, but sold 
in London, will fall, but for similar reasons to those we 
have discussed m the foregomg paragraphs, the costs mci- 
dental to the slupment of gold from New York to London 
will mark the limit of the discount, smee rather than accept 
less the seller would elect to have gold remitted to him 
from the debtors m New York to London 

There is no particular magic or mystery about this 
process When exchanges react m the manner indicated, 
all we have is a simple example of the workmg of the 
inexorable laws of supply and demand Bills, the evidence 
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of debts, are m excess supply, their price falls , the demand | 
for bills, the evidence of debts, exceeds the supply, their j 
price rises That is the crux of the problem 
At this stage, the reader ^vlll commence to appreciate the 
fact that the record of rates of exchange is somethmg more 
than a mere set of paces it is a barometer of the financial 
commercial and political happenmgs m all the important 
centres of the world Correctly mterpreted, the exchange 
rates reveal the waxmg and wanmg of the value ot the 
money of nations, and, to carry the simile further, of their 
fortunes also There are, of course, moments when the 
misfortunes of our faends are not altogether displeasmg , 
so if it IS pounds sterhng we have to sell, and we find by 
reference to the foreign exchange rates that the value, say, 
m terms of francs, pesetas, or any other currency, is nsmg 
by reason of the fact that our faends in each country are 
in the unhappy position of havmg to surrender so many 
more units of their cuaency for ours, then we conclude 
that our finanaal barometer is set fair There is a ten- 
dency among exchange students to object to the burden 
of studjong long lists of rates such as that we have given 
The casual reader will argue, quite naturally, that every 
person who has bills m a foreign cuaency to buy or to sell, 
or has sterhng to be converted mto foreign money, will not 
bother much about any cuaency other than that m which 
he wants to deal Yet, if he would be wise beyond his 
generation, we would urge him to study the differences m 
the number of, say, dollars and cents, pesetas and centimes, 
pengos and fillers, reichsmarks and reichspfenmge, belgas, 
zlotys, lats, pesos, and escudos that will be given m 
exchange for Bntish monetary units 
The Alpha and Omega of foreign exchange busmess is 
to get money tr ans ferred from one centre to another in 
the cheapest possible way, without resortmg to the ship- 
ment of bulhon and specie, which is at once both the most 
expensive and the most nsky way of providmg funds or 
of gettmg nd of them It is a busmess best left m the 
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hands of skilled bankers or bullion brokers. However, 
apart from remittances m metal, money is transferred 
from one country to another m three mam ways by tele- 
graphic transfers, by demand bills, that is bills payable^ 
on demand or at sight immediately they are presented 
to the bank or to the peison upon whom they are drawn, 
and by bills payable at so many days after date or sight 
Time was, before the Great War, when the hst of exchange 
rates contamed quotations for aU these classes of remit- 
tance , but Uie exigencies of war and post-war conditions 
led to the quotmg of practically all the rates by telegraph, 
though a few, such as those on some of the South Amencan 
centres, are still given as nmety days' sight quotations 
For our purposes, it will tend to simplicity if we assume 
that all the rates quoted are for banlong mstruments 
First, there is the telegraphic transfer, or, as it is some- 
times called, the cable transfer the terms are synon 5 anous 
This particular quotation for exchange is easy to under- 
stand, payments m the one country are usually made 
and received m the other country on the same day, and 
so the element of time is elmunated, and we can dispense 
with such disturbmg factors as stamps, mterest, commis- 
sion and the hke Of recent days transactions by means 
of telegraphic transfers are large, but with the stabilization 
of foreign currencies, their volume may tend to dimmish 
In practice, this method of exchange is used when it is 
desired to settle foreign obhgations immediately Of the 
three ways of remittance we have mentioned, it is the most 
expensive, because it bridges the delays mcidental to 
sending remittances by mail, and ehmmates the nsk of 
exchange fluctuations, so, necessarily, one has to pay for 
these privileges There is no m37steiy about it The per- 
son who has a debt to settle, or who wishes to send money 
abroad for some other purpose, simply pays his money, 
say, m London to a bank, and that bank sends an order 
by telegram to a foreign correspondent to pay the equiva- 
lent m the money of the foreign country to the named 
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person By way of lUustration, we may take a homely 
Lample , we \vill use that ubiquitous person, the remit- 
tance man for the purpose Poor, baffled paterfai^^ 
in London has received an urgent request from Ins prodigal 
son in a far-off land for help He decides to send hm, say, 
the equivalent of £10. payable m Chicago He 
wearily to the Midland Bank, and asks that mstitution 
to transfer the money to the aforesaid lawless city Ijy 
wire The exchange man at the Midland Bank quotes &e 
father the rate of the day, say, §4 95 to the £1 IJe 
much-harassed parent accepts the rate without demur. He 
hands the Midland Bank £10, and that bank forthwith 
cables its Chicago correspondent bank to pay the said 
prodigal son $49 50 (4 95 X 10) When the cable reaches 
the U S A the Chicago Bank will at once notify the prodigal 
son, and he, on proper identification, will receive the money, 
and, unless he be tired of the husks, will proceed still 
further to dissipate his father’s hard-earned resources 
In dealmg m telegraphic transfers, it should be noted 
that for the remittance of small sums, the sender will have 
to pay for the cost of the telegram — comparatively small 
matter m these days of extensive bank telegraphic codes , 
but for large amounts, if the remitter be astute enough, 
he can usually prevail upon the bank to forgo the cost of 


the telegram 

In practice the rate at which a bank will sell telegraphic 
transfers is, to a certam extent, dependent upon the cost 
of la 5 nng down funds m the foreign centre upon which it 
IS desired to sell " Laying down " funds is bankmg par- 
lance, meanmg the accumulatmg of money with a corre- 
spondent m ajloreign country for the purpose of exchange 
operations ■*" It follows that the banker’s purchases of 
telegraphic transfers will be governed by the greater or 
less need he has for funds m any particular centre, and the 
rate of mterest he may expect to earn on the money there 
pendmg a more profitable employment of the money in 
exchange operations 
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The second way of transferring funds from one country 
to another, to which we have referred, is by demand or 
sight bill To illustrate the use of the demand draft, we 
may take the case of the person wishing to get money 
transferred from a foreign country to London There is 
no immediate hurry, yet at the same time he does not 
want to wait for the cash after the draft has amved in 
London He will also desire to have some check on the 
rate of exchange at which the money is transferred by the 
foreign debtor Well, here the element of time is mtro- 
duced We may take New York again as our objective 
For exchange purposes, the time of the mail steamer is 
usually reckoned as about seven to eight days The banker 
from whom the foreign client has purchased the bill has 
the use of the money for that period — it may be a little 
longer if, as not mfrequently happens, the purchaser of 
the demand draft omits to post it for a day or two The 
banker then can afford to take less dollars and cents m 
exchange for the sterhng demand bill he sells than he 
would had a telegraphic transfer been sent.~^he differ- 
ence between the rate for demand bills and telegraphic 
transfers is approximately the mterest at about the ruling 
rate of mterest for the money for the period the bill is 
supposed to be en route to London The buyer will thus 
receive slightly more sterhng, or will give fewer dollars 
and cents, which comes to the same thmg This difference 
between the rate for telegraphic or cable transfers and 
that for demand bills is called the " Spread ” between the 
two rates The higher the rate of interest and the slower 
the steamer the greater the spread 

It should be noted that m his calculations the New York 
banker will take the rate of mterest ruhng in London, the 
market on which the bill is drawn, not the rate of mterest 
tn New York the centre m which the bill is drawn If the 
student will bear m nund that it is the time taken by the 
mail steamer between the two pomts mvolved and the 
current rate of mterest at the place in which the bill is 
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payable that are the mam factors involved, he will be able 
always to have a rough check on the rates charged The 
calcdation is simple For example, given a rate at an 
exchange, of say $4 85 to the £1 m New York, and a 
London market rate of mterest at 4 per cent, and estim- 
ating the time taken for the bill to pass from New 
York to London at ten days, the demand rate. New York 
on London, would be — 

Telegraphic transfer rate $4 85 

Less 10 days’ interest at 4% per annum 00532 

Demand Rate $4 84468 

If it is desired to purchase a demand draft London on 
New York, and assuming that the same rate of mterest, 
4 per cent, was ruhng m New York, then the mterest would 
be added mstead of bemg deducted, and the rate would be 
$4 85532, smce the buyer would expect to get, as we have 
said, more dollars and cents for each pound sterlmg he 
handed over to the bank 

We now come to the third mstrument we have men- 
tioned, that one payable at a certam penod after date or 
gght Suppose we require a sixty-day bill, that is one 
payable sixty days after the date it bears on the face 
Here a further element of time is mtroduced If by malice 
aforethought, or by busmess mstmct, or by prior arrange- 
ment, a foreign debtor wants to delay payment to his 
creditor, he will send such a bill, and the recipient, always 
supposmg that he acquiesces m the arrangement, will have 
to wait for sixty days after the date of the bill plus any 
days of grace allowed by law, before he can get his money 
He may, however, elect to get it discounted on his own 
market, but will be mulcted for the pnvilege by bemg 
charged the current rate of mterest or discount prevailmg 
on the market for the particular class of bill for the time 
it has to run before payment It is a cheap form of 
remittance, because the purchaser, if he knows his business, 

6— (B 1525) 
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Will see that he gets it at such a rate of exchange as will 
include, for all practical purposes, interest on the amount 
of money represented by the demand rate, plus the cost 
of the stamp The pomt is, that as the banker has the 
use of the money for the additional time, he can afford 
to give the buyer more dollars and cents, francs and cen- 
times, florins and cents, etc , for each pound sterling paid 
over ■''' Theoretically, it is held that the creditor m the 
centre to which the bill is remitted gets the benefit, as the 
sender of the biU must put him m no worse a position than 
he would have been had a demand biU been sent That 
IS to say, one is supposed to allow him sufficient compensa- 
tion for discount, or the charge for meltmg or tummg the 
bill mto cash m the market m which the bill is paid 
The rate or pnce of demand or sight exchange is, for all ' 
practical purposes, considered to be the basic rate on which 
all rates for time bills are calculated This is proved by 
the exchange quoted when the rate of $4 84468 was cur- 
rent for demand biUs , the prevaihng sixty-day rate. New 
York on London, was around $4 80| to the Let us see 
how it IS worked out, beanng m imnd that three days of 
grace are allowed m England for the payment of such 
bills after they arrive at matunty, and that the stamp duty 
IS ^Vth of 1 per cent 

Demand rate . 54 84468 

Less 63 days' interest at 4% 5 03349 

„ stamp ^ of 1 % 00240 


03589 


60-day rate — ^New York on London 


$4 80879 


Again, assuimng that the same rate of mterest was 
current m New York, the rate, London on New York for 
60 day bills, would be — 

Demand rate 5^ 84468 

Add 63 days’ interest at 4% 5 03349 

Stomp* of 1% . 002*0 jggjj 


$4*88057 
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The rates for longer dated bills can be similarly calcu- 
lated, so the reader, we hope, commences to see that 
foreign exchange calculations are not so very difficult after 
all 

The exchange brokers frequently pass lists of rates 
round, though more often than not tliey quote a rate, or 
make a pnce, over the telephone Theu: method of quot- 
mg IS simple they make use of the double-barrelled 
quotations For mstance, if a broker quotes the rate on 
Pans as 146^-146 J, he means that he is ready to sell French 
francs at 146 J to the £1, but for buymg he wants 146g francs 
for each £1 he surrenders 

Then, as a fittmg conclusion to this chapter, we may 
surprise the reader by telhng him that m actual exchange 
work* there are really two different rates for any particular 
currency, known among the select cotene that compnses 
the exchange market as the retail rate and the wholesale 
rate It is somethmg hke admitting that thmgs are not 
what they seem, when we say that it does not follow that 
the daily list of exchange quotations are those at which 
busmess is actually done , the real, or tradmg quotation 
hes somewhere between the highest and lowest pnces, and 
the precise figure at which operations take place will 
depend a good deal upon the greater or less success of the 
parties concerned as hagglers or bargamers If it be a 
bank deahng, for mstance, its operations will, to some 
extent, depend on the amount of cover available, as 
exchange purchases must be balanced by a bank's sales of 
exchange, and vice versa 

In foreign exchange business, as m any other walk of 
life, it IS generally the big operators that call the tune 
The listed rates are more often than not those that serve 
for the settlement of comparatively small transactions 
Frequently the rates at which large amounts are bought 
and sold are not divulged, and the exchange fixed is a 
matter of very keen negotiatmg In the transfer of large 
sums from one country to another a good deal of finesse 
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and sloll is displayed, and great caie is taken by the 
operators m purchasing or selling the required amounts of 
foreign currency, or m arrangmg the necessary cover 
If six or seven milhon francs or dollars, for example, 
have to be transferred from one centre to another, a pur- 
chaser will not buy the whole amomit or bid for it from 
one dealer , he will quietly buy some dollars or francs here, 
some there, until the whole purchase has been completed 
The rate of exchange or the price of his francs or dollars 
will be the average rate for the purchases from the differ- 
ent dealers Banks and others do the business m this way 
in order not to put the market up agamst themselves, or 
unduly to derange rates of exchange, and upon their skill 
m operatmg depends to a great extent the ultimate out- 
turn of profit on the transaction 
We have now exammed the mam pomts in the daily 
exchange list, and, as a fittmg conclusion to this chapter, 
we give the names of the monetary units, together with 
the subsidiary units that appear m the exchange lists now 
issued 


New York 

Montreal 

Pans 

Brussels 

Amsterdam 

Stockholm 

Copenhagen 

Oslo 

Helsingfors 

Riga 

Geneva 

Italy 

Greece (Athens) 

Madrid 

Lisbon 

Berlin 

Vienna 

Budapest 

Prague 

Kaunas Kovno 


Dollars and cents to 
Dollars and cents to 
Francs and centimes to ;fr 
Belgas and centimes to £j 
Florins and cents to ;^i 
ICronor and ore to i£i 
Kroner and ore to 
Kroner and ore to ;^i 
Finnish-markkaa and pennia to 
Lats and santims to 
Francs and centimes to 
Lire and centesimi to ;^i 
Drachmae and lepta to ;£i 
Pesetas and centimes to 
Escudos and centavos to £i 
Reichsmarks and reichspfennige to 
Schillings and groschen to £x 
Pengos and filler to £i 
Czech kronen and heller to £i 
Litas and cents to £t 


W arsaw Zloty and grosz to £i 

Moscow Roubles and kopecks to £i 

{Note As from aSth October, 1936, i rouble equals 4! French francs) 

Bucharest Lei and bam to £1 
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Istanbul 

Sofia 

Belgrade 

Reval 

Alexandria 

Mexico 

Buenos Aires 

Rio 

Monte Video 

Valparaiso 

Lima 

Bolivia 

Colombia 

Ecuador 

Guatemala 

Nicaragua 

Venezuela 

Bombay 

Calcutta 

Madras 

Hong Kong 

Shanghai 

Smgapore 

Batavia 

Kobe 

Manila 

Bangkok 

Iraq 

Palestine 


Turkish pounds to £x 
Leva and stotinki to £i 
Dinars and paras to £i 
Esthoman kroon and sents to £i 
Piastres to £i 
Pesos and centavos to £i 
Pesos and centavos to £i 
Pence to one milreis 
Pence to i peso 
Pesos and centavos to £i 
Soles and centavos to 
Bohvianos and cents to £i 
Pesos and centavos to £i 
Sucres and centavos to £i 
Quetzales and pesos to £i 
Cordobas and centavos to £i 
Bohvars and centimos to £x 
Shilhngs and pence to i rupee 
Shilhngs and pence to i rupee 
Shilhngs and pence to i rupee 
Shillings and pence to i Hong Kong dollar 
Shilhngs and pence to i Chmese dollar 
Shilhngs and pence to i Straits Settlements 
dollar 

Guilders and cents to £i 
Shilhngs and pence to i Japanese yen 
Shilhngs and pence to i Pluhppines peso 
Shillings and pence to i Baht (or tical) 
Dinars and fils (looo fils = i dinar = £i) 
Palestine pounds (looo mils = i Palestme 
pound = £x) 



CHAPTER VIII 


IN WHICH THE DISCUSSION ON RATES OF EXCHANGE IS 
CONTINUED— AMERICAN, SOUTH AND CENTRAL AMERICAN, 
SOUTH AFRICAN, AUSTRALIAN, AND RUSSIAN EXCHANGE 
QUOTATIONS 

We mentioned in our previous chapter that most of the 
rates of exchange that now appear m the Press are for 
telegraphic remittances, but there is no rule without an 
exception The exception m this mstance is seen m the 
South American quotations , the rates quoted for Rio de 
Janeiro, Valparaiso, and Lima are aU for 90 days' sight 
bills, and show the number of pence per milreis, pesos to 
j^l, and soles to £\ that were quoted for biUs payable 
93 days after sight, the additional days being the “days of 
grace", allowed by Bntishlaw Then there is the Alex- 
andna quotation, which is in Egyptian piastres to £1 
(97f piastres = -£1), so applymg our rule that “high rates 
are for us, low agamst us,” we see that the quotation on 
23rd October, 1937, was favourable to London The quota- 
tion is also in this instance for sight bills, that is, for bills 
payable on sight immediately presentation is made to the 
bank on which the bill is drawn As a matter of interest 
the student should note that the Egyptian pound is ex- 
pressed thus , its value m sterling is ;fl Os Old 
There remams the Far Eastern Rates, which are all for 
telegraphic transfers A word of warning may be uttered 
m regard to these quotations Some of the papers affect 
to give the London prices , others follow the more correct 
method and give those communicated to them by the 
Eastern Banks These institutions receive the rates from 
their branches m India, Chma, and the Far East daily, 
they are displayed on the boards in the various banks 
Generally speakmg, they are httle more than a gmde to the 
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movement m these exchanges If a chent wishes to purchase 
or to sell Chinese dollars, Indian rupees, or Java guilders, 
as the case may be, the Eastern exchange banks will, of 
course, quote rates based on those they receive from their 
foreign branches 

By this tune the exchange notes written by the city 
editor of the daily newspaper wiU be shorn of half their 
terrors for the persevering reader, so, without further ado, 
we may now mtroduce him to another section, that deal- 
mg W 1 & financial happeiungs m New York So important 
has the Amencan money market become that considerable 
space IS now devoted to it m the Press 

As a matter of fact, New York rates are usually honoured 
with a special table to themselves Owmg to New York's 
lymg so far west, there is a difference m time of about five 
hours — at is noon in London when it is 7 a m m New York , 
consequently, the work of the city editor of the great 
daihes is well advanced and most of the other finanaal 
matter has been arranged and pnnted before the Amencan 
rates are received This necessitates their bemg rushed 
mto a separate page at the last available moment How- 
ever, should an important deal require to be negotiated 
dunng the day, we may say that the large London jomt- 
stock banks, as well as the pnncipal exchange banks, can 
now communicate with New York by telephone and 
execute transactions for their chents 

The importance of all New York rates renders it impera- 
tive to give the very latest quotations, and m this respect 
they differ from the South Amencan pnces for the vanous 
currencies, which, although appeanng m our hst on 23rd 
October, were really the pnces current on the vanous 
markets on the evemng of the 22nd October They are 
thus a day old when received The New York rates are 
also those ruling on the date given in the London 
papers 

The hst shown on page 73 is taken from The Times of 
25th October, 1937 
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It Will be observed that it is very complete, as the 
method of quoting is shown as well as the par of exchange 
between the various centres and New York For compara- 
tive purpose, New York also follows the example of London 
and gives rates of the precedmg busmess days The reader 
IS thus able to watch the movement of the exchanges and 
can see clearly whether the rates are movmg m favour of 
or agamst New York 

The list is practically self-explanatory, but a few com- 
ments may make for easier readmg 

First, we have the Montreal rate, which is for telegraphic 
transfers on London. Then we have the New York rates , 
the " sight ” exchange is clearly the dollars and cents to 
the pound sterlmg, payable at sight m London on presen- 
tation of the bill by the receiver to the person or bank 
upon which it is drawn The cable transfer rate is the 
selhng price in New York ,for the sterhng equivalent 
to be paid m London as soon as the message has been 
flashed across the wires to the paymg banker The 
sixty days’ sight quotation mdicates that the draft is 
not payable in London m sterling until sixty-three days 
after the draft has been received, presented, and accepted 
for pa3anent 

The cable remittance commands the highest pnce because 
it is for prompt payment , m the sixty days’ sight rate we 
have an allowance for interest, therefore it is sold at the 
lower price , the buyer m New York surrenders less dollars 
for each sterhng Then we get grain bills These bemg 
drawn on commercial firms are not such high-class paper 
as bank bills, therefore, although they are payable m 
London on demand, or at sight, the buyer gets them for f 
of a cent cheaper than the bank bills The seven day 
sight bills are cheaper still , as the buyer has to wait the 
longer period for his money, he gets the benefit m the lower 
rate charged If the American be a seller, he, of course, 
surrenders the fraction of a cent or so more 

The Contmental rates are easy to understand The 
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Exchange 

^lethod 

of 

Quoting 

Panty 

Oct 23 

Oct 22 

Montreal on — 


$ 

5 

5 

London, cables 


4 86S 

4 95 

4 95ri 

New York on — 





London, demand 

£l 

— 

4 94J5 

4 95 

Cables 

£l 

4 86S 

4 95^r 

4 95i 

60 days’ sight 

£1 

4 85£ 

4 943tX 

4 94i; 

Gram bills, sight 

£l 

— 

4 

4 941 

Seven days 

£l 

— 

4 94{S 

4 941 

Montreal, cables 


100 

100* 

100* 

Pans, cables 



3 381 

3 38S 

Rome, cables 


8 91 

5 26j 

S26i 

Amsterdam, cables 

100 fl 

68 06 

55 291 

55 29 

Oslo, cables 

100 kr 

26 30 

24 87^ 

24 87i 

Stockholm, cables 

100 kr 

26 80 

25 521 

25 S2i 

Copenhagen, cables 

100 kr 

28 80 

22 10 

22 10 

Prague, cables 

100 kr 

4 18 

3 501 

3 501 

Berlin, cables 

100 mk 

40 33 

40 18 

40 16i 

Brussels, cables 

100 bel 

23 54 

16 86 

16 86" 

Zunch, cables 

100 f 


23 05 

23 04 

Madnd, cables 

100 ps 

19 30 

6 25 

6 25 

Vienna, cables 

100 sch 

14 07 

18 85 

18 85 

Budapest, cables 

100 pen 

28 61 

19 75 

19 75 

Belgrade, cables 

100 dm 

176 

2 33 

2 33 

Athens, cables 

100 dr 

1291 

0 91 

0 91 



Cents 

Cents 

Cents 

Buenos Aires, paper 

_ 

— 

30 72 

30 72 

Market rate 



29 77 

29 77 

Rio, cables 

1 mil 

11 86 

8 35 

8 35 

Yokohama, cables 

1 yen 

59 83 

28 83 

28 83 

Shanghai, cables 

51 


29 55 

29 60 


Paris cables rate 3 38^ means that for three dollars, thirty- 
eight and one-half cents, the buyer is able to have sent by 
telegram a remittance to Pans for 100 francs The Itahan 
rate, agam, is for cable transfers, $5 26 J c bemg charged 
for 100 lire payable m Rome The other rates are similarly 
explained, in each case New York quotes in dollars and 
cents for 100 of the foreign unit concerned But when we 
come to Buenos Aires and Rio, we see that another S 5 ^tem 
of quoting IS introduced The rates are in American cents 
per peso and milreis respectivdy 
Before the city editor puts his paper to bed, as he says. 
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he has still another set of quotations to record. We refer 
to the rates from Latm America These nowadays receive 
much more attention on the London market than was the 
case m pre-war days, and each of the newspapers is careful 
to obtain from the prmcipal South American banks a hst 
of the latest rates available 

A. 

The difficulty nowadays with these quotations is that, 
as exchange restrictions and one form or another of con- 
trol exists m most countries, the rates are all more or 
less nommal South American Banks, however, en- 
deavour to simphfy matters by issmng details relative to 
quotations for certam of the South and Central Amencan 
exchanges, and these serve as a useful guide to those who 
are endeavounng to solve the riddle of the exchanges It 
will be observed that most of the exchanges that follow 
are related to the United States dollar the approximate 
sterling rates may be obtamed by appl 3 nng the dollar- 
sterhng exchange rate The following list was issued by 
the Bank of London and South America in October, 1937 

CENTRAL AND SOUTH AMERICAN EXCHANGE 

RATES 

Bolivia^ Commercial banks' “free" selling rate was 100 boli- 
vianos per £ on 20tli August, 1937 
Colombia ^ Sight selling rate on New York 175 77 pesos per 100 
U S dollars on 23rd September, 1937 This rate 
apphes to holders of permits bujnng m the "open” 
market 

Ecuador Sight selhng rate 13 15 sucres nommal per U S dollar 
Guatemala Sight sellmg rate on New York is maintained at one 
quetzal per U S dollar, but a commission of 1 per 
cent IS charged by the Banco Central for the sale 
of drafts 

Nicaragua ^ Sight selhng rate on New York, including tax and 
commission, 2 16 cordobas per U S dollar on 17th 
September, 1937 

Paraguay Exchange is quoted on Buenos Aires, the sight rate 
was 70 50 Paraguayan pesos per Argentme "free” 
paper peso on 15th September, 1937 
Salvador Sight selhng rate on New York 2 51 colones per U S 
dollar on 22nd September, 1937 

Venezuela ^ Sight selhng rate on New York has been mamtamcd 
at 3 19 bohvares per U S dollar smce 27th April, 
1937 

1 Exchange controls are operative m these countries 
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The hst, on the whole, is self-explanatory, but to improve 
the reader’s mental digestion, it may be of mterest to work 
out an approximate sterlmg rate of one of them For this 
purpose the sight rate with Salvador, which was 2 51 
colones per one U S dollar, is taken The New York rate 
at about that time was around $4 96 to £1 , therefore all 
we have to do is to give our bram another twist and ask 
this question If one dollar is worth 2 51 colones, and 
4 96 dollars are equal to £1, how many colones are equal 
to £1? Or, applymg our old Cham Rule formula, here it 
IS set out — 

’ colones = 

If l\ = $4 96 

If $1 =2 51 colones 


and altliougli no division in this case is required to make 
the Cham Rule computation complete, the calculation is 
shown — 


1 X 4 96 X 2 51 
1 X 1 


= 12 4496 


or, say, 12 45 colones are equal to £1 

These hsts of South and Central Amencan rates, read m 
conjunction with the hst of London foreign exchange 
quotations, previously described, should form an mterestmg 
and useful study both for the man of affairs and for the 
student 

The foreign exchange dealer has to roam far and wide to 
earn the wherewithal for his daily bread, and, like the show- 
man at the fair, what he gains on the swmgs he sometimes 
loses on the roundabouts ''^t is his busmess to buy low and 
to sen high, and between the two rates he malces his profits 
To do this he has to be a man of wide and ready knowledge, 
and he has to be prepared to do exchange operations m the 
money of any country Of recent years greater attention 
has been paid to what are now known as the Empire Ex- 
change Rates, and these, we may at once admit, have often 
proved to be as much a bug-bear to the professional ex- 
change dealer as to the student of mtemational exchange 
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Let US take a glance at these exchanges which have some- 
times been considered as dilScult to follow, but are really 
easy to understand if the student will pause a few moments 
to consider them systematically 

Australian and South African Rates. 

Formerly the Australian and South Afncan rates 
were somewhat confusmg, as they were given in terms 
of premium and discount Trouble, however, was 
encountered by the suspension of the Gold Standard, 
and practically by force majeure the market had to 
abandon this system of giving the rates The list on page 
77 IS talcen from The Times of 25th October, 1937 
Let us see what we can read into the quotations there 
given 

The quotations given are those which the Austrahan 
Banks in London issue periodically They are not daily 
rates frequently, no alteration takes place for weeks at a 
time They are, however, capable of easy comprehension, 
smce the banks give us both their buymg and selling rates 
on Australia and New Zealand 

The buymg rates mean thataf a person had, say, a demand 
bill drawn on Austraha for £126 7s 6d , the Australian 
bank m London would purchase it for 100 English pounds 
sterhng Similarly, if one had drawn a bill on that country 
for £126 17s 6d at 30 days’ sight, then he would receive 
for it m London £100 m Enghsh pounds sterling, and so 
on with the rates for the other usances The quotations, 
progress by 10s for each 30 days, which is simply 
the rate of interest the banker charges for the time he is out 
of his money Had the Australian banks been quotmg for 
telegraphic transfers, it is possible that we should have seen 
that he was taking that rate as his basic quotation, and the 
same difference, or margm, between that and the demand 
bill would have ruled If we take the margm between 
demand and 30 days’ sight, it is plain that he is allowing 
30 days from the time he hands over the money in London 



DISCUSSION ON RATES OF EXCHANGE 


77 


EMPIRE EXCHANGE RATES ^ 
Buying Rates 


— 

Demand 

30 days' 
sight 

60 days’ 
sight 

90 days’ 
sight 


i s d 

£ s d 

£ s d 

£ s d 

Australia 

126 7 6 

126 17 6 

127 7 6 

127 17 6 

New Zealand® 

125 10 - 

126 - - 

126 10 - 

127 - - 

Do » 

125 7 6 

125 17 6 

126 7 6 

126 17 6 


Selling Rates 


— 

Telegraphic 

Transfers 

Demand 

Australia 

New Zealand 

£ s d 
125 - - 
124 - - 

£ s d 

125 1 3 
124 1 3 


Closing Rates 


Buying 

Selling 

S A Union Territory (T T ’s) 

Do (sight drafts) 

Rhodesia (T T ’s) 

Do (sight drafts) 

£ s d \ 

100 17 6 

101 3 9 
100 5 - 
100 11 6 

£ s d 
100 2 6 
100 2 6 

99 15 - 
99 15 - 


^ Per 100 London pounds ® Ordinary mail rates 
® Direct air mail rates plus postage 


and that at which he will receive cash for the bill in Aus- 
traha, and that is roughly the tune for mailing the draft 
His charge is 10s , or, stated another way, ^ per cent, 
or 6 per cent per annum The difference between demand 
and 60 days’ sight is £1 , which agam is 6 per cent per 
annum 

The New Zealand buymg rates show that the New Zealand 
pound was more valuable than the Austrahan pound, smce, 
to take the demand rate, for £125 10s Od New Zealand 
pounds the banker was willmg to give 100 Enghsh pounds 
The rate of progression between the various usances, how- 
ever, IS 10s A sign of the times is a rate, or rather senes 
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of rates, that were not envisaged when previous editions of 
this book were written, viz those for remittances by air 
mail The buymg rate on New Zealand per air mail for 
demand biUs, it will be observed, is £125 7s 6d m New 
Zealand pounds for ;£100 London It is only 2s 6d more 
expensive than that for demand drafts — ^the rates of progres- 
sion, however, for 30 days, 60 days, and 90 days’ sight bills 
are all 10s each Then on air mail rates, it will be noticed, 
there is an additional charge for postage by air mail 

For the sellmg rates only two types of exchange are 
given, that for telegraphic transfers and that for demand 
bills 

The first thmg that will strike the reader is that, as the 
banks’ sellmg rate for telegraphic transfers on Austraha is 
only £125, they were not particularly anxious to sell on 
the Australian centre For 100 London pounds, they 
would make available by telegram m Austraha only £125 
as agamst £126 7s 6d , the buymg pnce Or, to put it 
another way, the Austrahan banks m London at the tune 
our hst was current, were evidently anxious to get money to 
Austraha, and so were wilhng to pay more for it Then it 
will be noticed that the margm between the sellmg rate for 
telegraphic transfers and that for demand drafts was only 
Is 3d , so the rate of mterest allowed to the purchaser of a 
demand bill for makmg his creditor wait 30 days or so 
before he got his money in Austraha was very small 

In the light of what we have said about the Austrahan 
rates, the New Zealand quotations will present no difficulties 
It must not be mferred from these quotations that opera- 
tions were not taking place in the reverse direction Al- 
though none of the banks m Austraha and New Zealand 
were particularly anxious to send money from either 
Austraha or New Zealand to London, the quotations ruhng 
m those countries were always ascertamable 

We now come to the South African quotations, which m 
these days are also not very mformative The rates given 
relate only to bu3nng and sellmg operations, London on 
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of rates, that were not envisaged when previous editions of 
this book were written, viz those for remittances by air 
mail The bu 3 ang rate on New Zealand per air mail for 
demand bills, it will be observed, is £125 7s 6d m New 
Zealand pounds for £100 London It is only 2s 6d more 
expensive than that for demand drafts — ^the rates of progres- 
sion, however, for 30 days, 60 days, and 90 days’ sight bills 
are all 10s each Then on air mail rates, it will be noticed, 
there is an additional charge for postage by air mail 

For the sellmg rates only two types of exchange are 
given, that for telegraphic transfers and that for demand 
biUs 

The first thing that wiH strike the reader is that, as the 
banks’ sellmg rate for telegraphic transfers on Austraha is 
only £125, they were not particularly anxious to sell on 
the Australian centre For 100 London pounds, they 


would make available by telegram m Austraha only £125 
as agamst £126 7s 6d , the buymg price Or, to put it 
another way, the Austrahan banks m London at the time 
our hst was current, were evidently anxious to get money to 
Austraha, and so were wiUmg to pay more for it Then it 
will be noticed that the margin between the sellmg rate for 
telegraphic transfers and that for demand drafts was only 
Is 3d , so the rate of interest allowed to the purchaser of a 
demand biU for makmg his creditor wait 30 days or so 
before he got his money in Austraha was veiy small 
In the hght of what we have said about the Austrahan 
rates, the New Zealand quotations will present no difficulties 
It must not be inferred from these quotations that opera- 
tions were not taking place m the reverse direction Al- 
though none of the banks m Austraha and New Zealmd 
were particularly anxious to send money from eitner 
Austraha or New Zealand to London, the quotations ruhng 
m those countries were always ascertamable 

We now come to the South Afncan quotations, which in 
these days are also not very mformative The rates given 
relate only to buymg and sellmg operations, London on 
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South Africa We see that the first quotation m the South 
African hst was the South African banks' buymg rate m 
London, and was given as £100 17s 6d for telegraphic 
transfers This means that the banks on the day the rates 
were current would buy telegraphic transfers m London 
and would give 100 Enghsh pounds for £100 17s 6d South 
African pounds, to be made available, say, m Cape Town, 
as soon as a telegram reached that centre The next 
quotation was for a sight draft, also drawn from London 
on a South African centre The banks would pay 100 paper 
pounds m London for it, but as, perforce, they would have 
been out of their money durmg the tune the bill was m 
route to South Africa, they required more in South African 
currency, so the rate was £101 3s 9d The difference 
between the telegraphic transfer rate and the sight rate, 
it IS plam, IS the bank’s mterest charge 

The selhng rate was the number of South Afncan 
pounds the bank would sell for 100 Enghsh paper pounds, 
and if the reader were in the position of wantmg to make 
South Afncan currency available m one of the South 
Afncan centres just so soon as the bank could send a cable 
to its branch there, all he would get for his £100 paid m 
London would be £100 2s 6d South Afncan pounds As 
will be observed, the same rate apphes to sight drafts 

The rates. South Africa on London, although not pub- 
hshed m the Press, are likewise fixed from day to day, and 
are ascertamable from the banks m London each mommg 

The Rhodesian rates, m the hght of our eiqilanation, w^ 
be plane saihng They are all for 100 London pounds, 
and the differences between the rates are the mterest 
charges made by the banks for the facihties they give m 
remittances 

Although the hst pubhshed m the Press gives only the 
tdegraphic transfer and sight rates, it should be noted 
that the South Afncan banks also give quotations for other 
usances For mstance, on the date the rates appeared, the 
foUowmg were also current 
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Sight 

30 Days' 
Sight 

60 Days’ 
Sight 

90 Days’ 
Sight 

Union of South 
Africa per £100 
British sterhng 
Rhodesia per £100 
Bntish sterhng 

;£101A 

;£100i‘V 

^101}^ 

£102j'^ 

;£101A 

/102H 


The rate of progression, it will be observed, is 10s for 
each usance starting from the sight rate Thus the 30 days’ 
sight quotation was 10s above the sight rate, the 60 days’ 
sight 10s more than the 30 days’ rate, and so on In each 
case these differences represent in reality the bank’s interest 
charge for the period it is out of its money before the bill 
IS paid 

The United States of America. 

The busmess of foreign exchange m the United States - 
has received very much more attention smce 1914, and 
most of the large American banks have now thoroughly 
well-equipped foreign exchange departments The war 
taught the Americans a good deal One great step forward 
has been the revision of the method of quotmg the 
exchanges Early in 1921 it was decided to give all 
American quotations m cents per foreign unit This 
manner of quotmg the rates greatly sunphfies the mysteries 
of exchange for the unmitiated, and at the same time it 
makes calculation very much easier The present Amencan 
system of quotmg, as shown m the following table, taken 
from the London Economist of 23rd October, 1937, has very 
obvious advantages, for it not only permits of fine shading 
where necessary, but the quotations can be read either as 
the dollar value of one hundred units, or the cent value of 
one unit For instance, Brussels is given on 20th October, 
1937, as 16 88 cents for 1 belga, and if we want to buy 100 
belgas then the rate would be $16 88 c 
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As will be seen, the rates in all cases, except for remit- 
tances on London, are for cheques, i e demand remittances 
With London, there are three rates, for 60 days’ sight bills, 
cable transfers, and cheques The difference between the 
rates is really mterest on the money for the period the 
banker has the use of it before he has to pay it over to the 
person who has the bill An exammation of these quotations. 
New York on London, shows that the most costly method 
IS that of cable transfers for which, on 20th October, 1937, 
$4 9562 per £1 was charged The next is the cheque rate 
$4 95J, and the cheapest is the 60 days’ sight bill, $4 94| 
The method of quotmg as revealed m this table is known 
as " Fixed Exchange,” and, m view of its simplicity, it 


Rates 

of Exchange, 
New York on — 


Par 

Level 

21 Oct , 
1936 

6 Oct 

1937 

13 Oct , 
1937 

20 Oct , 

1937 

London — 
fio days ) 

Cable [ 

Cheques ) 

Fans cheques 

Brassels „ 

Switzerland „ 
Italy „ 

Berlin „ 

Vienna „ 

Madnd „ 

Amsterdam „ 
Co|)enbagen „ 1 

Stockholm „ ) 
Athens „ 

Montreal „ 
Yokohama „ 
Shanghai „ 
Calcutta „ 

Buenos Aires „ 

Rio de Janeiro „ 

Dollars for £i ^ 

Cents for i franc 
Cents for r belga 
Cents for i franc 
Cents for r lira 
Cents for i mark 
Cts for Austm shig 
Cents for i peseta 
Cents for i gmlder 

Cents for r kroner 

Centsforidrach’a 
Cents for Can $i 
Cents for i yen 
Cents for i dollar 
Cents for i rupee 
Cents for i peso 
Cents for i milreis 

Old par 
48666 
New par 

82397 
663 
*3 54 

32 67 

8 91 
4033 

23 82 
3*67 
6806 

45 37| 

I29i 
*6931 
84 40 

61 80 

II g6 

4 8812 

4 8912 
489 
465 

16 84 
*3 985 

5 26i 
40 2X 

18 73 

53"86 

21 84 
2458 

25 22 

0 89I 

28 58 

29 62 
36965 
32 60 

8 24 

49456 
4 9543 

4 9537 

3 291 

16 855 
23 02 

5 26 
40173 

18 88 

5330 

22 12 
2490 
*5 55 

0 91 

28 89 
2975 

3744 

3073 

835 

49512 

49600 

49587 

16 865 

23 01 

5 26 

40 165 
18 88 

55 *9 
22 145 

24 92 
*5 575 

0 91 

I00j\ 

28 91 

29 62 

37 47 

3075 

835 

494! 

4 9S62 

4 95i 

3 381 

16 88 

23 09 

5 26 
4017 
1888 

55 30 

22 13 
2491 

25 56 

0 91 

28 85 

29 56 

3746 

3073 

835 


IS much to be desired that London would follow the 
example set by New York London quotes rates in both 
movable ” and ” fixed exchange,” and m this connection 
the difference between the two should be carefully noted, 
although It IS only a reiteration of rules we have already 
demonstrated For example, where we quote in, say, 
francs and centimes to the home unit-^e pound sterhng— 
the rate is called movable ” exchange, and the guidmg 
rule for dealmg is, buy high, sell low, the higher the rate 

7— (B 1525) 
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the more foreign money received for each £ 1 , the better 
the bill the lower the rate Fixed " exchange is seen 
m those cases where London quotes m shiUmgs and 
pence, or m pence per foreign unit, and here the rule 
is, buy low, sell high, the lower the rate the more foreign 
money received ; the bettor the bill the higher the rate 

Viewed from the American standpomt, fixed, or, as some 
call it, “direct" exchange is seen where New York quotes 
the value of the foreign monetary unit in terms of Amencan 
money, that is, their home umt The cable transfer rate. 
New York on London, for mstance, is given as $4 9562 
As our paper pound falls m value, the New York dealer 
would give less American dollars and cents for it, as it 
nses in value, he surrenders more Amencan currency for 
the pound, say $4*95 In other words, the Amencan buys 
sterlmg as he would, say, a pair of boots, or any other 
article, that is, on the basis of what it is worth m dollars 
and cents 

Movable, or “mdirect” exchange does not bother the 
Amencan market, since, as we have shown m the Amencan 
table of rates, New York now quotes in fixed exchange for 
all currencies, and Canada follows the same system 

Finally, we give the Moscow quotation, whidi is regularly 
pubhshed m London The rate is now given m roubles to 
£ 1 , the rate on 21st October, 1937, being 26 22^ The way 
the Russian rate has altered with the franc is mteresting. 
In December, 1936, one chervonetz was equal to 30 francs 
From 2nd Apnl, 1936, it was decreed that the value should 
be 1 rouble to 3 French francs , and on 28th October, 1936, 
followmg the devaluation of the French franc, the rate 
was agam altered to one rouble for 4 J francs 



CHAPTER IX 


SHORT EXCHANGE, LONG EXCHANGE, AND 
TEL QUEL RATES 

We have mentioned earher in onr study that city editors 
used to favour us with another table of rates known as 
the " Course of' Exchange,’* the hst of quotations itself 
bemg termed the “ On 'Change Table ” It is one of those 
thmgs that have passed with the war, though m some 
quarters attempts have been made to revive it Nowadays 
there is no set meetmg-place for foreign exchange dealers 
But, up to February, 1921, there were bi-weekly meetmgs 
withm the hallowed precmcts of the Royal Exchange 
Various brokers, exchange dealers, and bankers used to 
meet each Tuesday, and their deahngs m bills took place 
on the ground floor m the spacious hall, which city workers 
have come to regard as the sacred domain of the office 
boys, who, failing any other shelter, resort to the Exchange 
to eat the more or less frugal lunch which thoughtful 
mothers insist upon their carrymg to the city each day 
Practically the only paper which meets the eye of the 
general pubhc is the newspaper wrappmgs of the mystenous 
parcels which daily emerge from the pockets of these 
duninutive city urchms 

The On 'Change Table, to call it by its vulgar name, 
gave the prices at which bills on the various countnes 
had changed hands, and immediatdy the bargams were 
recorded the hst was drawn up and issued to the Press, 
to be published the next day 

In a way one regrets the disappearance of the " On 
'Change Table,” as it was useful for business men to refer 
to in order to check the pnces at which foreign bills of 
varjnng usance, that is, those payable at sight, or so many 
days or months after date or sight, were rVigrigiT ig hands 
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in the London Market However, that was at a time 
when the business m foreign exchange and foreign bills 
was not so well developed m London as it is at the present 
day Now, if a man wants to buy or to sell a bill of any 
usance, be it a bill drawn on a foreign bank or on some 
firm or other at a, foreign centre, the banks stand ready 
to buy or to sell for him , and, unless diligent mquiry be 
made among the banks, few know at what price these 
instruments of credit are changmg hands 

However, he who would be well versed m the dark 
mystenes of the foreign exchange busmess should know 
how rates for bills of the various classes and penods are 
built up 

Any banker who partiapates m the finance of a country's 
foreign trade will say that m the course of his busmess 
he has frequently to buy what are termed long and short 
bills The former he terms " usance " paper, and the 
latter “ demand ” paper He has, therefore, to deal m 
what readers of the old " On 'Change Table " knew as 
short exchange and long exchange The term ” short 
exchange " is generally used m refemng to the rate of 
exchange paid for cheques and bills of exchange payable 
on demand or at sight , and, by extension, m New York 
and some of the continental bourses, it mcludes bills havmg 
up to eight or ten days to run before reachmg maturity 
V Short exchange is practically the Par of Exchange, plus the 
few slight dif ferences, to which we have already referred, 
that go to the buildmg up of the rates of exchange They 
are what we call normal rates, that is, the pnces for bills 
that rule provided there be no great balance of mdebted- 
ness between any two countnes In practice, as we have 
shown m our chapter on the gold points, bankers and 
exchange dealers will endeavour to avoid the shipment of 
bullion and specie when mtemational debts have to be 
discharged , and, as they will bid up for other forms of 
remittance, there are deviations, or fluctuations between 
the limits known as the gold points, and sometimes beyond 
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Ihovc pomt*! lt\ I’ormal tunc;, lioucvcr, Ihc quotatjon*; 
vn]\ not mo\c Ncrj far in c'ccs** of llu* Known cn<;t«!; of the 
tran^mi'^Mon of poUt, Ei\Ln that the ratlnl is freely a\ail- 
abk for export 

Bj way of e\‘»mplc, we ina\ taKc cvchanne with Sweden * 
In normal tunes. With the Gold Standard in full opnation m 

both Dipiand and Swcdin — 

At Kt 18 28 to £1, It wouUl j to polit («« \ PtocVlioln 
to Ijo nlon 

At Kr 18 1^*1 to /I, nc liwc tli'* Mint l'\r of I xchTip^ 

At Kr 16 07 to £l, it vrouUl nie t'* I’lip poM fro i I>r>'’<ion to 
S’oel holm 

The usual range, tht‘n, within winch in ordinart times the 
sight or short exchange with SlocHiolin should move, 
would he roughly within these limits. Should for a day 
or two the exchange betwcut London and StocKholm niotc 
bejond this range. <?y bj 2 to 3 ore, it should tend to 
cau«;e hcatier shipments of gold, and the rate would mote 
bad. to the normal let cl the sooner. In the ca^c of crises, 
great political i\enls, or of stoppage of gold supplies, the 
short rate of exchange mav recede much more , but nor- 
mallj Kr 18 05 and Kr 1821, say I per cent either way, 
or I jicrccni on the whole, would penerallj ro\erall con- 
lingcncics \l the present time, of course, tlu'^e rales do 
not apply, as iheic is an embargo on the export of gold 
from Sweden 

liierc IS a good deal of academical reasoning upon the 
factors that affect the short rate of exchange, and c\cn 
bankers and exchange dealers do not see eye to eye with 
each other as to what actually is the basis for the other 
rates of exchange ' The arguments as to whether it is tin 
short rate or the telegraphic transfer rate that forms the 
b.isis for the other exchange rates arc endless. As a matter 
of interest, therefore, we give excerpts from one or two 
authontics on the matter 

One of the American banks, in its Foreign 7 rade BnUehn, 
writes — 

" It IS interesting to note that the cable rale of exchange 
IS the real rate indicating what the United States dollar 
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is actually worth day by day in terms of each foreign 
currency.” 

Whitaker, m his Fomgn Exchange, holds that the sight 
rate depends m the end upon the ” totahty ” of the supply 
of and demand for all classes of foreign exchange as deter- 
mmed primarily by mtemational commercial and financial 
traffic ; and, secondly, by exchange mvestment, borrowmg, 
speculation and arbitrage, and the export and import of 
specie He disposes of the argument about calculatmg the 
buying rate for bills on the cable rate m these words — 

" The thought that the cable rate is the ' real * exchange 
rate, unadulterated by discount or mterest, so to speak, 
is an attractive idea to both the theorist and the banker. 
But, be this as it may, the various long rates (and also 
rates for merchants’ sight bills, which are sometimes 
drawn) are tied to the rate for bankers' sight drafts m 
a way m which they cannot be connected with the cable 
rate. The spread between a long rate and the sight rate 
can be calculated at the time of the purchase of the long 
exchange from factors which are then all fore-known 
Neither speculation nor mvestment enters m But the 
purchase of any land of bill cannot be counter-balanced 
by a sale of cables without both a speculation and an 
mvestment of funds being mvolved And so a banker 
cannot base his buymg rate for long bills upon the cable 
rate without puttmg mto the spread one speculative 
element, or one factor that is guesswork The pomt 
remams even if under very quiet conditions the degree 

of speculation may be slight. 

“ The rates for exchange which takes the form of 
wntten mstruments that have to be transmitted by mail 
to the place where they are payable happen then to be 
more mtimately connected with each other than with the 
rate for telegraphic transfers "^The sight rate is basic 
among this larger group '^The sight rate and the cable 
rate are related, but the spread between them contams 
an meradicable speculative element. Whether the cable 
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rate is in some theoretical sense tlie basic one as between 
these two, is a question that it is practically idle to 
discuss In pomt of fact, the sight rate is not detemuned 
by a calculation from the cable rate, but is forged out 
in the open market between the hammer and anvil of 
bid and offer Under ordinary conditions, at least, the 
market would no more thmk of calculatmg sight rates 
from cable rates than the tail would think of waggmg 
the dog ” ^ 

Then Cross, in his Domestic and Foreign Exchange, gives 
an able summary of the working of the Tate He argues 
that m actual practice the sight rate is the starting point 
m all exchange calculations, whether they concern the pur- 
chase of short or long bills, or the exchange rate at which 
gold may be profitably imported or exported — 

“ A bank,” he adds, ” at any particular moment may 
be selling cables on London at 4 8715, sight drafts at 
4 8675, 60 day drafts at 4 8305, and 90 day drafts at 
4 815 In quotmg the cable rate, the cost of the mes- 
sage itself IS not mcluded Cables command, a higher 
rate because they call for immediate payment It takes 
but a few hours from the time a cable is sent until the 
sum it represents is deducted from the foreign account 
of the selhng bank From the standpomt of the dealer 
the sale of a cable allows no opportunity to earn mterest 
on the transaction If he sells a sight draft he has the 
use at home of the money which he receives for it and 
for the length of time that it takes the draft to reach 
London and be paid In the meantime he also receives 
mterest on an equal amount of money in his foreign 
account Because he gams no mterest on the sale of 
cables, he charges a higher rate therefor than for other 
kmds of exchange From the standpomt of the pur- 
chaser it can be said that the cable enables him to wait 
until the last moment before makmg payment abroad, 

‘ Cf Ylhlta^^'sr,ForetgnExcha■nge,■g^ 273-4 (New York — ^Appleton 
& Co) 
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and so makes it possible for him to retam the use of his 
money for that length of time The purchaser is w illin g 
therefore to pay more for a cable than for other kmds 
of exchange If money rates are high, the purchaser m 
buymg a sight draft will lose more interest than when 
money rates are low, and vice versa If he buys a cable 
when local money rates are high, he gams more mterest 
on his money than when money rates are low Money 
rates thus exert an influence upon the spread or differ- 
ence between the rates paid or charged for demand bills 
on the one hand and those paid or charged for cables 
and long bills on the other 
" The rates charged by a bank for 60 and 90 day bills, 
as well as the rates at which a bank will purchase such 
bills, are less than the rates charged or paid for sight 
drafts because the bank gams mterest on the funds m 
the case of long bills sold, and loses it m the case of long 
bills purchased.”^ 

We have referred at length to these differences of opmion 
because it is desirable that readers should be m a position 
to view the question from all standpomts However, the 
author is of opmion, and it is an opmion that is fortified 
by experience in long years of practical workmg m an 
exchange bank, that there is ground for the assertion that 
the demand, sight, or short rate has a connection with the 
rate for cable transfers The rate for cable (or telegraphic) 
transfers depends, to a large extent, on the cost to a banker 
of la5nng down fimds m a country upon which he desires 
to sell telegraphic transfers, though this rate, again, may 
be to some extent affected by the opposmg elements of 
supply and demand — competition, m a word, enters mto 
the question But having a fixed rate for his telegraphic 
transfers, m practice the tendency will be for him to base 
his rates for demand bills on his telegraphic transfer rate 
It is adimtted, nevertheless, that, m practice, demand and 

» Cf Ira B Cross, Domestic and Foreign Exchange, pp 348-9 
(New York — The MacMillan Co ) 
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supply, market conditions, and competition will also affect 
his rate of exchange for demand bills, that is, the short 
rate Added to all this, the gold question also affects the 
rate, as we have shown 

Fmally, we get back to this, that the rate or pnce at 
which a banker will sell short exchange will, in practice, 
be on an economic basis , that is to say, it will depend^ 
upon what profit there is m the transaction This again, 
as we have said, must be governed by the cost to him of 
providmg funds m the foreign centre upon which his bills 
are drawn and, m a less degree, perhaps, the rate of interest 
they are eammg there m the hands of his foreign corre- 
spondent 

When we come to the other rate, long exchange, there 
is not so much dubiety of opimon By long exchange is 
usually understood three months' bills, though sixty-day 
bills are sometimes mcluded m the term 
''■'Long exchange is always based on short exchange, so 
we may proceed to show its connection with the short rate 
without further ado 

Let the reader unagme he is buymg a bill m London 
drawn on Geneva , he wants a long or three months' bill 
the basic rate will be the short rate, since the long rate will 
be simply the short rate of exchange with the amount 
of mterest for three months, plus stamp charge, added 
to it 

For mstance, if short exchange were 21 48 c to £1, and 
the market rate of discount m Geneva 2 per cent, then the 
buyer would expect to get the short exchange, plus three 
months' interest at that rate (21 48 plus 1074), 21 5874 
to which has to be added the charge for foreign stamp duty 
and, in some cases, a small charge for nsk or contmgencies, 
in all, say, 0215 centimes, thus givmg a rate of 21 6089 as the 
long exchange, or three months' rate for bank bills drawn, 
London on Geneva We add mterest and charges to the 
rate, because if a person has to wait three months before 
he gets his money, he naturally expects to receive some 
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compensation m the way of interest ; in other words, on 
a three months’ rate we give the buyer so much more to 
the pound sterlmg than if he had bought a bill at the 
short rate 

If we are dealmg m the reverse direction and are drawing 
bills, Geneva on London, and assummg the same rate of 
interest is current m the London market, mstead of adding 
the mterest, it must be deducted from the short exchange, 
and the result is the three months’ rate on London m 
Geneva For mstance, given a rate m Geneva of 21 48, 
and deductmg from it three months’ mterest at 2 per cent, 
say, 1074, we get as the result 21 3726 , or allowing stamp 
and charges, the three months’ rate is 21 3511 The Swiss 
dealer, it will be observed, surrenders fewer francs and 
centimes for payable m three months’ time than he 
would if the bill were payable at once, and this to him 
obviously is the better rate Stnctly speakmg, this addi- 
tion to or deduction from the short exchange is merely 
another way of expressmg the charges and the discount 
allowed for the time the bill has to run 

The question of addmg to or deductmg charges is easy 
enough when dealmg with movable exchange, but not so 
plam when operatmg m fixed exchange "^Yet all that has 
to be remembered is that a bill on demand or payable at 
sight IS more valuable than one that is not due for three 
months Hence the maxim, the better the bill the lower 
the rate, which applies to exchange quoted m foreign units 
to the pound sterlmg When rates are quoted m fixed 
exchange, that is, m the home currency or, as the dealers 
say, " m local currency," the rule is, the better the bill, 
the higher the exchange rate So if we have a rate on, 
say, Bombay at Is 6d , a buyer will give less shilhngs and 
pence for a bill payable at three months’ date than we 
would for one payable at sight , therefore the charges will 
be deducted Similarly, if we are buymg a bill m Bombay 
on London, to find the long rate of exchange, we add the 
charges to the short rate, not deduct them as we do when 
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dealing in foreign currency, say francs and centimes (mov- 
able exchange) The person selling surrenders more rupees 
for his bill payable at sight, or gets less sterhng, which 
comes to the same thmg 

Care is needed m this question of mterest or discotmt on 
bills of exchange which are drawn payable other than at 
demand or at sight '^'^en it is a case of tummg the biU 
mto imm ediate cash, the discount is calculated at the rate 
current on the market m which the bill is ‘payable, not m 
the place m which the bill is bought Moreover, the place 
m which the bill is payable is not always the centre m 
which the bill is accepted, smce m numerous cases bills are 
drawn on and accepted m one country, but are made pay- 
able m another country For example, bills may be drawn 
on and accepted m Pans, but made payable m London 

The pomts, then, to be emphasized are, that the rates 
for bills payable three months after date are better than 
for bills payable on demand The reason is that the pur- 
chaser of a three months’ biU will expect to get it at a rate 
which, after allowmg for discount (i e the charge for melt- 
mg or tummg the bill mto ready cash m the market m 
which it is payable), will put him m no worse position than 
if he had bought a biU on demand The rate for these 
" usance ” bills, as they are often called, is thus detemuned 
by the rate of discount current m the place on which they 
are drawn 

There is another pomt given the long rate, the short 
rate can be calculated from it , for mstance, given a long | 
rate of, say, Fc 21 54 for bills on Geneva, we can calcu- 
late the short rate as follows — 

Fes 21 54 

Less 3 months' mterest @ say, 1J% . 08 

, 21 46 

Less allovrance for stamps, etc 02 


Fes 21 44 


which will be the short rate “ 

Now, the long rate of exchange, bemg affected by the 
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rate of interest or discount, can and does move mde- 
pendently of short rate , but short rate cannot move 
unless the long rate moves also To illustrate this, we 
may take the normal rate of exchange for short bills, say, 
on Geneva at three different dates (the par of exchange is 
25 2215) ; and suppose it remains at 25 20 ^, and suppose 
that on the same three dates the rate of discount m Geneva 
were per cent, 4 per cent, and 5 per cent, the long rate 
on each occasion would be as follows — 


Fes 

Short rate 25 2025 Short rate 
31% for 3 m/s 2362 4% for 3 m/s 

Stamp 0150 Stamp 


25 4537 


Fes Fes 

25 2025 Short rate 25 2025 
2520 5% for 3 m/s 3150 

0150 Stamp 0150 


25 4695 25 5325 


From a comparison of these rates, then, we see that 
neither a rise nor a fall m the short rate has occurred, but 
that the upward movement m the discoimt rate m Geneva 
has caused a widenmg m the difference between the short 
rate and the long rate of exchange 

We have worked on the assumption that the long bills 
m question are bank bills, and as such they have been dis- 
counted at the market rate of discount m the market on 
which they are drawn In practice, there are two rates 
of discount m most well-organized money markets — market 
rate of discount and bank rate of discount , the former is 
the lower of the two, and is apphed to the superior class 
of bill, viz bank bills If trade bills are sent, then the 
rate of discount taken would be the bank rate, i e the 
higher rate 

In most countries adjacent to London, the tendency 
since the Great War has been for the rate of exchange for 
long bills tq fall mto desuetude, owng to unstable rates of 
exchange Its place has been taken by forward exchange 
rates, since no one who has a long bill would, in general, 
care to take the nsk of a fluctuatmg rate of exchange , 
rather would he settle a forward contract with the banker 
But m foreign countnes farther afield, long bills, and bills 
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at various usance, are still very much m evidence , and 
all banks, say, in India, Chma, and the Far Fast, South 
Africa, the Argentme, etc , still “ make ” rates for long 
bills and other usance paper 

The surest way to understand the mtncaaes of short 
and long exchange is to view the matter from the foreign 
standpomt Let the reader imagme himself for the moment 
to be m Milan, Italy He goes to a bank, say, the Credito 
Itahano, and mforms the exchange man there of his desire 
to remit a sight draft to London It will be obvious that 
the reader, the would-be remitter, is anxious to send to his 
creditor m London an mstrument that will enable him to 
get his money as soon as the draft amves m London and 
IS presented for payment He will, therefore, have to 
surrender to the Credito Itahano a greater number of 
Itahan lire and centesimi per pound sterhng than he 
would had he sent a bill deferrmg payment for, say, some 
three months If, on the other hand, he desires to pur- 
chase a three months’ draft, the exchange dealer at the 
Credito Itahano will quote him a lower rate, as that 
mstitution will have the use of the money for three months 
and three days before payment is due lower rate, m 
the case of the remitter from a foreign centre, means that 
the remitter will pay less hre and centesiim for each 
pound sterhng The rate will, therefore, be short exchange, 
mmus the mterest for the period of the bill, less the foreign 
bill stamp and less the small charge for contmgencies, if 
any We see, then, that when buymg long exchange ui 
the foreign centre, we take the short rate and deduct from 
it the charges 

But suppose we are operatmg m the reverse direction, 
London on Milan The short exchange is again the dearer 
form of reimttance , one gets less lire and centesimi for 
each pound sterhng handed to the exchange banker It 
follows that if it be desired to send a long bill to Milan, we 
must add the charges to short rate mstead of deductmg 
them as we do if operatmg from the foreign centre The 
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buyer obtains more umts of the foreign money for each 
pound sterhng he parts with He sends to his creditor 
the larger number of hre and centesimi, smce, as we have 
already shown, he must put him m such a position that 
if he desires to “ melt ” the bill or turn it mto cash on his 
own market, that is, Milan, where the banker will charge 
him the prevaihng rate of discount for giving him ready 
money, he, the creditor, will be m no worse a position than 
he would have been had a short bill been remitted to him. 

Then we come to the pence and shilhngs and pence rates 
Here a certain amount of care is needed We will agam 
take the person operatmg m the foreign centre He is 
bu3nng pence or shillings and pence for the money of his 
own centre , the more distant the time of payment of the 
bill m London, the more pence or shilhngs and pence will 
he get for each unit of his own currency, be it pesos or 
rupees To the short rate, then, will be added the charges. 
On the other hand, if the remitter is operatmg from London, 
he will give less pence or shilhngs and pence for each of the 
units of the foreign country if he buys a long bill than he 
would if he bought a sight bill 
The position of the seller m each of the cases we have 
outlmed will be the reverse If one is selhng lire, more 
lue for each pound sterhng wiU be surrendered per pound 
sterlmg if the bill is payable at three months’ date than if 
it were payable at sight — ^the additional amount bemg the 
charges we have mentioned these will have to be added 
to the sight rate For seUmg London on Italy, the seller 
would deduct the charges, as he will want more sterlmg 
for a sight bill than he would accept for a long bill , m 
other words, he would sell a greater number of lire for 
each pound sterlmg payable at three months date than 
he woidd if the bill is payable on demand 

Then, agam, we have the seller of rupees, or Hong- 
Kong dollars operatmg from London If he has the 
demand rate, he will need to deduct the charges, discount, 
stamps, etc , to find the long rate, for he must charge 
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the buyer less pence, or shillings and pence foi a bill payable 
three months hence than he would if he were selling demand 
exchange The reason for this is, as previously stated, and 
here reiterated, that the purchaser of the three months' 
bill will expect to get it at a rate which, after allowing for 
discount (i e the charge for meltmg or tummg the bill mto 
ready cash m the market upon which it is drawn), will put 
him m no worse position than if he had bought a bill 
payable on demand 

We have dealt now with telegraphic transfer rates, 

" spot ” rates, and short and long bills, and even then 
there are others m the " awkward squad,” as a banker 
once descnbed them — awkward because they are bills for 
broken terms for which there is no actual quotation To 
fit such bills, we apply what is known as the ” tel quel 
rate ” 

A,” tel^quel ’/_rate,of exchange is an adjusted rate, or a 7 
rate of exchange " such as it is ” Just how the expression I 
has crept mto the London foreign exchange market is a 
little difficult to explam In the view of most experts, the 
term should be " tale quale,” which, agam, is a corruption 
of the Latm tahs gnahs — of such a kmd, or unchanged , 
that is to say, the actual rate of the bill is not affected 

A tel quel rate arises m those cases m which bills which 
were ongmally three months’ bills have, by flux of time, 
become shorter usance paper For mstance, if a penod 
of one month has elapsed smce a long biU has been pur- 
chased, it obviously becomes a two months’ biU, and is 
worth more, le plus one month’s mterest at Bank Rate 
if it be a commercial bill, or plus one month’s mterest at 
market rate if it be a bank acceptance 

There are really two methods of de alin g with such bills 
the first IS to calculate the month’s mterest and charge it 
to the buyer of the bill , the second is to adjust the rate 
On the assumption that we have a three months’ bill on 
Berhn, of which one month has elapsed, that the bill is 
for 1,500 Reichsmarks, the rate of exchange is 20 63 to 
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£l, and market rate of discount is 4 per cent per annum, 

the followmg are the two methods of calculation — 

1,500 Reichsmarks at 20 63 /72 709 

Phis 1 month’s interest at 4% . , . “ 24236 

£72-95136 

The second method is woiked by adjusting the rate — 

Three months’ rate on Berlin . . . 20*63 

Less 1 month’s interest at 4% . . . *06876 

20 5612 

which is the tel quel rate, and for Reichsmark 1,500 at 
20 5612, we get j[72 952, which is practically the same result 
as IS arrived at by workmg m the first example 
But cases occasionally arise when bills may be for longer 
penods than three months For example, a four or six 
months’ bill might be offered for sale, and on the assump- 
tion that only the long or three months’ rate of exchange 
were quoted, the seller would receive less for the longer 
usance paper, smee the buyer has to wait longer for his 
money. Tlie rates may, however, be adjusted m a similar 
fashion, though m all probability a higher rate of discount 
would be charged to compensate the buyer for the greater 
nsk he theoretically runs by holdmg a long date bill 
In the first case, then, the one month's mterest would 
be deducted, not added , and in the second case one 
month's interest would be added, and not deducted 
The cup of the reader is, however, not yet full , he has 
still one other rate to consider, and when he has learnt 
all about that he may consider himself m the wa}^ to 
becoming one of that reputable body that have represen- 
tatives on every money market in the world We have 
referred, in passmg, to "Forward Exchange," which at the 
present day is one of the most important of all rates of 
exchange That being so, it may well form the subject of 
our next chapter 
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rORWARD EXCHANGE — ^HOW IT IS CONDUCTED AND THE 
CONDITIONS UNDER WHICH THE MARKET FUNCTIONS — 
HOW THE BANKER COArERS HIS OPERATIONS — ^SWAP 
TRANSACTIONS IN FORWARD EXCHANGE — OPTION DEAL- 
INGS — OTHER METHODS OF AVOIDING EXCHANGE RISKS 

So far we have considered that all bills, etc , are bought 
or sold on the spot, but in countnes having an unstable 
currency ,'^here is a method by which both importers and 
exporters seek to remove some of the risks attendant 
upon the fluctuating exchange they make forward con- 
tracts wth the exchange banks for the purchase or sale 
o£ bills and telegraphic transfers as and when favourable 
opportumtiesi present themselves To the novice these 
operations may appear somewhat technical and involved, 
and It will therefore be well to set out separately one or 
two of the transactions as they occur m actual practice 
First of all take the case of the Bntish exporter who has 
consigned goods to China His agent there (the importer) 
has a ready market for the consignment, and is under 
agreement to put his principal in England in funds by a 
certain date , he knows approximately the amount he 
will be obhged to remit to Great Bntain, and to avoid the 
exchange nsks he makes a contract with one of the exchange 
banks in China, Shanghai for instance, for the purchase 
01 a telegraphic transfer on London, deliverable on the 
date required, at an agreed rate of exchange This is 
termed buying forward exhange, and the rate is called 
the " forward rate ” When the date arnves the sum 
due IS paid to the bank m Shanghai in Chmese dollars, and 
the remittance is forthwith sent by cable to the bank’s 
London branch for payment to the Bntish exporter, or 
whoever else is concerned, in sterhng 

8— (B 1525) 97 
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Forward contracts for the purchase of bills from 
exporters J;:om a foreign country to England serve a double 
purpose.' They ehmmate the nsks of exchange both for 
the exporters who wish to have a certain fixed sum paid 
in exchange for their bills, and also for the importers who 
are under the obligation to remit by mail to the British 
or other exporters For example, the Chinese exporters 
of the tea which arrives m England dunng August, know 
as far back as Apnl or May that they will have to draw 
sterling bills on firms m London, and if the exchange 
quotations are favourable they will endeavour to make 
forward contracts with the bankers to purchase the tea 
bills, deliverable, say, two or three months hence So 
much for the Chinese exporter, but there is also the 
importer who desires to operate in the reverse way In 
his case he may perhaps want to make a remittance by 
mail in payment of cotton goods he has imported from 
Manchester, and knowing the date the funds ought to 
leave Cluna, he can contract with the bankers in advance 
for the remittances at any time the rate appears smtable 
We are, of course, assuming in each case that the banker 
IS willing to operate , but it sometimes happens that the 
exchange dealers consider they have sufficient forward 
exchange commitments, and in that case they will refuse 
to make offers 

It now begins to dawn upon us how the astute banlcer 
can set one operation off against the other He is under 
contract to pay the tea exporter, say, £1,000 on the 31st 
July on the same date the Chinese importer is under 
contract to pay him £1,000 to remit to London Further 
explanation is hardly necessary With the funds received 
from the importer the banker pays the exporter for the 
bills the latter delivers, and, finally, the bills are sent to 
London to be turned into cash by the bank's London 
office, who will pay in good time the person to whom the 
Chinese importer has remitted 

As regards telegraphic transfers, forward contracts must 
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be covered by the bankers, and this is done by their 
purchasing bills of exchange drawn on the same centres as 
those upon which they have sold telegraphic transfers 
For instance, if a banker has sold telegraphic transfers on 
London three months forward, he will endeavour to purchase 
bills of exchange to mature in London on the same date as 
that on which the telegraphic remittance will have to be 
paid The proceeds of the bills falling due in London 
therefore form the fund out of which he pays the telegraphic 
transfers 

To avoid misconception, it should be noted that m the 
case of these telegraphic transfer contracts, no payments 
are made by the contracting parties until the date when 
the contracts are taken up, though a cash margm is fre-v/ 
quently required as secunty for the carrymg out of the 
contract 

v«Once the contract for forward exchange is made, the nsk 
on exchange fluctuations is transferred from the exporters 
and importers to the banker, and the margin of profit 
which the latter has made on the rates will be increased or 
diminished in proporhon to the nse or fall m the exchange 
Events sometimes favour the one class of operator, some- 
times the other, and while the traders say it is the bankers 
who always reap the gain, the banker solemnly avers that 
his margins are reduced to the narrowest possible point 
by the very good rates the traders exact when selhng 
him their mercantile biUs However, like so many other 
operations we have investigated, the bankers' profits 
depend upon the rates at which they ultimately make 
purchases to cover their forward sales, ^ 

For the rest, the speculation being transferred to the 1 
bankers, it is they who stand to lose should exchange go ~' 
against them, and it is they who will have to make 
shipments of the precious metals if for any reason there 
is a shortage of cover for the contracts they have entered 
into 

Forward exchange m London has grown considerably 
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of recent years Pnor to the war the two most important 
rates of exchange were the "Short" and "Long” 
Exchanges The rate known as the telegraphic, or TT 
rate, was of less importance The war and the financial 
upheaval that it brought with it m most countries neces- 
sitated resort to other means, m order as far as possible to 
cope with fluctuating values of the world’s principal 
monetary units Exchanges were settled on a " spot " or 
cash basis or on a telegraphic basis, and where merchants 
and others found it necessaiy to avoid loss by depreciation 
in foreign monetary units resort was had to " forward ” 
exchange In forward exchange persons make contracts 
with bankers to buy or to sell fixed amounts of foreign 
currency for delivery at a definite future date. The money 
may be dehvered in one sum on a given date, or dehvenes 
may be spread over a certam period of time Money, as 
a rule, does not pass until dehveiy of the foreign currency , 
but in view of the risks involved, bankers, as in the case 
of forward contracts for telegraphic transfers, msist fre- 
quently on the deposit of a satisfactory margin as a guarantee 
agamst loss '^'^hen a margm on forward contracts is 
received, it, is credited to the firm paymg it m a " Margm 
Account ” On the date the foreign currency is to be taken 
up the firm is debited with the amount of the margin and 
the appropriate foreign exchange account credited For- 
ward exchange is earned on only between those countries 
havmg active exchange markets, and the successful work- 
ing of the busmess is dependent upon various factors, the 
principal of which are ' 'easy transferabihty of funds and 
differences m the rates of mterest on short-term loans, 
that IS, a higher rate of mterest m the one country than 
that ruhng m the other countiy Uncertain pohtical and 
financial conditions m a countiy and depreciated monetary 
units are factors that nuhtate agamst the successful workmg 
of forward exchange ' t 

A hypothetical example of the way mterest rates affect 
forward exchange may be useful We may imagine the 
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rate loans in New York to be 4 per cent 

and in London 2 per cent per annum If a banker or 
exchange operator transferred his money to New York he 
would earn the higher rate of mterest To transfer his 
money, he will avoid sendmg gold , he will find out those 
persons who have balances to their credit in New York and 
purchase m London the nght to the New York funds He 
has thus bought Amencan dollars at the “ spot " or ready 
exchange rate, and he can at once lend the money out on 
the New York market That is one side of the transaction 
But having this balance m New York, he can make a 
further use of it he can sell dollars “ fonvard ” agamst 
his balances, or, as the market desenbes it, the banker has 
bought " spot ” dollars and sold forward dollars agamst 
them Apart from the ordmary rules of demand and 
supply, th ere will be m London a discount on forward 
q uotations of so m uch pp.r .Tnnnth. and this discount wiU 
be close to the difference m mterest obtainable in New 
York for short money over that which could be earned m , 
London at a lower mterest rate It does not follow that 
the difference will be exact, as m forward busmess com- 
petition enters mto the question With many operators 
in the market at a given time, covermg operations are done 
at competitive rates With such mterest rates as we have 
noted— for mstance, 4 per cent m New York and 2 per 
cent m London — a banker could sell forward up to a limit 
of, say, f of a cent per month or 4J cents per annuTTi 
Take an exchange of, say, §4 50 to the l\ 4^ cents on 
$4 50 would be 1 per cent per annum “ Short ” money 
in New York would, however, return the banker 2 per cent 
per annum more than m London, so he can safely cut the 
exchange rate to purchasers forward by, say, 1 per cent 
per annum by surrendenng | of a cent per month on the 
forward rate, and still net a profit of 1 per cent per annuin 
on the transfer of his funds to New York 
If the position be reversed, ^d Londpjivbe the market! 
With the higher rate of short-term loans, aj 
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1 banker will not operate unless he can get a satisfactory 
) margin between spot and forward exchange. There vyill 
b e a premium instead of a disco unt on forward exchang e. 
Or, to put it another way, the discount will be on spot 
exchange, and that discount must of necessity approximate 
to a higher interest than would be produced by the amount 
the banker nominally loses if he transfers funds from 
London to New York 

A prudent banker will always seek to cover his forward 
purchases and sales as soon as possible, and the paucity or 
plentiful supply of cover are factors that necessarily enter 
mto the calculation ' Frequently, too, a banker may be 
able to match or many a forward sale with a forward 
purchase and vice versa In any case, over a given penod 
there comes the inevitable day when a banker finds it 
advisable to close his forward exchange commitments, and 
then the extent to which he is over-bought or over-sold, 
as the case may be, and the cost at which he has to cover 
his balance ^vlll largely mfluence his ultimate profit How- 
ever, as the Midland Bank pomted out m one of its monthly 
circulars, m the ordmaiy way, directly a bank enters mto 
an engagement on account of forward exchange it imme- 
diately completes a compensatmg transaction Where only 
small amounts are involved it might buy at spot to cover 
a forward sale, but m most cases it will buy or sell forward 
in the market to balance the original contract In this 
way It ensures that at the date of dehveiy the dollars will 
be forthcoming at approximately the same rate as that 

at which they must be provided 

Most of the daily papers, especially those devoted exclu- 
sively to the money and stock and share markets, now give 
the forward exchange rates, but the manner m which the 
quotations appear are at first sight a little difficult for the 
novice to understand 

The followmg hst of rates, current before troubles arose 
m regard to suspension of the Gold Standard, will serve to 
pave the way to an understandmg of forward exchanges 
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FORWARD EXCHANGE RATES 

Pans 10-15 centimes over spot 

New York f-li cents over spot 

Switzerland par to 3 centimes under spot 

I^y 15-25 centesimi under spot 

It Will tend to simpliaty if we assume that all these quota- 
tions refer to the pnce of the various currencies per month 
forward and, hemg mterpreted, the explanation is tins 
An exchange operator is prepared to seU forward for 
dehvery one month hence, French francs at 10 centimes, 
and dollars at | cent over the sdlmg rates for " spot '' 
dehvenes of francs and dollars He will buy forward francs 
at 15 centimes and dollars at 1^ cents over the respective 
spot-buying prices 

Then we have the Swiss and Italian rates , the meanmg 
of these is that on Switzerland the operator would sell for- 
ward for one month at 3 centimes below its spot-selhng 
rate, and buy forward at the same rate for spot For Italy, 
the rates are 25 centesimi per month below spot-selhng 
rates for forward sales, and 15 centesimi per month below 
spot-buymg pnce for forward purchases 

Here, agam, is an extract from a Money Article of more 
recent date, when the Gold Standard was no longer 
functionmg m Great Bntam 


FORWARD EXCHANGE RATES 
For forward business the foUowmg rates were quoted — 


Centre 

1 month 

2 months 

3 months 

New York {b) 

i-f\c 

c 

v-n c 

Montreal (6) 

iV Ac 

l-4c 

4-ic 

Pans (a) 

2t-2ifr 

3f-34fr 

64-64 fr 

Amsterdam (6) 

|-|c 

14-ic 

14-14 c 

Brussels (a) 

7-9 c 

14-16 c 

22-24 c 

Zunch [b) 

14-4 c 

34 - 24 c 

54 - 44 c 


(a) Over "spot,” 1 e discount (6) Under "spot,” i e premium 
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In the light of our first explanation, the reader will have 
httle difficulty in reading the correct meaning into these 
quotations The New York quotations lettered (&) indicate 
that the forward exchange is at a premium as compared with 
the spot rate, and mean that the exchange dealer is prepared 
to sell forward one month dollars at ^ of a cent under the 
ruling spot rate, while he is prepared to buy dollars for 
delivery one month forward at of a cent under spot , he is 
thus allowing a margin of tV of a cent between his buying 
and selling rates N ow from the buyer’s point of view, when 
the New York exchange is quoted at a premium, or under 
spot, he will get less dollars for his pound sterlmg For 
instance, if the spot rate be $4 96, then for a purchase one 
month forward the rate will be $4 95| If, on the other 
hand, the reader is a seller of dollars one month forward and 
the spot rate is $4 96, he would have to surrender $4 96x®ff c 
for each £1 paid to him by the bank or other exchange 
dealer With this explanation we may therefore set out 
the dealer’s rates in a more unequivocal way— 


New York Exchange dealer wiU sell at 

1 month forward $4 95| 

2 months „ 54 95 ^^^ 

3 months „ 54 95j^ 


or will buy at — 
54 95}-g ^ 

54 95H 
54 96/}. 


The Amsterdam rate is also at a premium, i e under 


the" 


spot rate by g to H cents, according to the period 

The Montreal rates are similarly explained, they are all 
at a premium The Pans quotations, on the other hand, 
are over spot, that is, at a discount, so g^iven a spot rate of, 
say, 146, the one month's forward rate would be ISOJ 
sellmg and 150| buymg 

Belgian rates present no difficulty in the light of 
our previous explanation of those other rates quoted at a 
discount, or over spot When we come to the Zunch 
rate, however, another method is introduced the rate is at 
a premium, that is under spot, and is thus less favourable 
to the buyer of Swiss francs and more favourable to the 
seller The forward rate for one month means that an 



FORWARD EXCHANGE 


105 


exchange operator will sdl Swiss francs at c under spot, 
while he ivill buy at ^c under the spot rate Plainly 
stated, then, with the spot rate at 23 05 francs to £1, the 
sdhng quotation for 1 month forward would be 23 03 J c ^ 
In the course of his work, the reader may have to deal 
with the practice of merchants who wish to avoid loss by 
making forward contracts m foreign exchange, and an 
example will serve to show how the busmess is done We 
may take the case of an exporter who has quoted a price 
to a foreign customer, say, m March, for a shipment to be 
made m the foUowmg month He does not want to take 
the nsk of a loss oivmg to fluctuations m exchange, so he 
goes to his banker and seeks assistance He says to the 
banker " I am gomg to ship so many packages of woollen 
goods next Aprd , the bills agamst the shipment will 
ambunt to so much What rate of exchange will you quote 
me for dehvery by me m April ^ " Suppose the shipment 
be to France, the banker knows he can sell, or perhaps has 
sold, to another chent exchange for dehvery m Apnl, at, 
say, 146 francs to the £1 The present operation offered 
by the exporter is a bujong transaction, so the banker 
quotes a buymg rate of 146^ francs to £1 to the exporter 
for his franc bilk The exporter accepts The banker has 
really neither taken a nsk nor tied up a penny of his funds , 
by what is called "marrymg,” that is settmg off one 
transaction agamst the other, he has made a profit of 25 
centimes per pound sterhng on the total amount repre- 
sented by the francs he has sold and those he has bought 
When the time comes for dehvery m April, the exporter 
hands his bilk to the banker, and the latter will pay tiiTn 
sterhng at the equivalent of 146|^ francs to the £\, and 
at the same time dehver his own draft agamst the contract 
he previously made for the sale of francs at 146 to the £1 

^ reader -who may like to pursue the subject of *' Forward 
E^hange " in its practical aspens is referred to the article on 

Forward Exchange " in A Dtctxonary of the World's Currenctes 
ontf Foreign Exchanges, by W F Spaldmg (London Sir Isaac 
Pitman & Sons, Ltd ) 
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In other words, the exporter surrenders 146 25 francs to 
the £ 1 , and the banker under his other contract has to 
surrender only 146 francs to the person who bought francs 
under a forward contract 

We see, then, that the operations of an importer seekmg 
to protect himself by a forward purchase, and of the 
exporter seekmg to protect himself by a forward sale, are 
concluded through the banks, who thus act as clearmg 
houses for forward exchange operations On page 102 we 
have said that the prudent banker will always seek to 
cover his forward dealmgs, and at the risk of reiteration, 
a further explanation may be useful It is not too much 
to say that m all cases the banks are careful to cover 
themselves In many cases customers are required to 
deposit margms m sterlmg as cover agamst loss to the 
banker For mstance, where a bank has sold foreign cur- 
rency forward to a chent, it may, as we have shown, buy 
spot m the same currency and retam it until the contract 
date of sale It may happen that if the customer could 
not meet his contract and the rate had moved agamst him, 
the banker would stand to lose had he taken no action to 
protect himself As cover agamst such a contmgency, 
therefore, the banker may require his customer to deposit 
a margm m sterlmg, rangmg, say from 10 per cent to 
25 per cent of the value of the currency for which the 
forward contract has been made Just whether a margm 
IS required or not, and the extent of that margm, depends 
upon the financial standmg of the customer and the 
rehance the banker places upon him With a large and 
influential chent, the margm m practice is often dispensed 
with, m other cases the bank may msist upon it Gener- 
ally speakmg, the question of margms may be said to 
depend upon the nature of the currency m which the 
forward contract is made, the size of the transaction, and 
the banker's confidence m the abihty of his chent to fulfil 
the bargain 

In 1936 when exchanges were very sensitive, and when 
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foreign nations were protecting their currencies by exchange 
restrictions, quotas, and so forth, covering transactions 
had become a fine art, but, to sum up, the ways by 
which the banks endeavour to protect themselves may be 
illustrated by four examples 

First, then, suppose a banker has concluded a three 
months’ forward deal m one of the more active currencies, 
like French francs or Amencan dollars, the bank imght buy 
m the market three months’ bills m those currencies to 
mature at about the date of the expiry of the forward con- 
tract, and by so domg cover itself agamst any adverse 
movement m exchange The bank will not lose an3^hmg, 
and if exchange moves m its favour, may even make a gam 
over and above that which has been made on the contract 
Secondly, the banker might elect to buy m the spot 
market francs or dollars and have them put to his credit 
with one of his correspondents m New York or Pans, as 
the case may be Of course, he could achieve the same 
result by gettmg his correspondent m either of those centres 
to sell sterlmg m exchange for francs or dollars In such 
cases, he has obviously provided himself with the required 
currency, and so will avoid any loss by exchange fluctua- 
tions 

A third way will be for him to sell sterlmg forward to his 
correspondent m Pans or New York and so obtam the 
francs or dollars required to complete the three months’ 
fonvard contract he has made with his chent m London 
Fmally, the banker may buy sufficient francs or dollars 
three months’ forward to match with the sale contract 
m either of those monetary umts he has made with his 
chent 

The ultimate profit to the banker will necessarily depend 
upon the comparative economy of the method employed, 
but, let us examme these methods of covenng a little 
further 

The first two transactions, it will be plam to the reader, 
iviU be hkely to prove the more expensive, smce the banker 
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Will have to hand over spot sterling m exchange for the 
currency required In practice, the choice of either of these 
two methods wiU to some extent be governed by the amount 
of mterest received on the exchange of sterhng into cur- 
rency, say francs, which will be left on deposit with the 
foreign correspondent In any case, the adoption of either 
of these two methods would mvolve the tymg up of funds, 
which to an exchange banker, who above all, will seek to 
keep his funds hquid, may be undesirable, especially when 
monetary conditions are active 

Then, as previously shown, the large operators among 
the banks can adjust deals among themselves by matching 
one operation against another Generally speakmg, there- 
fore, in practice it will be found that the banker will protect 
himself by making use of our fourth method he will buy/ 
forward on the market an equivalent amount of the foreign 
currency which he has sold This being so, it follows that 
the bank's profit anses from the rates at which he buys 
and those at which he sells 

The methods described are not the only ways m which 
cover can be obtained There is another mterestmg method 
by which exchange operators cover themselves In market 
parlance, it is called a "swap ” A swap is the covenng of 
a forward operation m exchange by a spot transaction For 
mstance, the operator may buy spot exchange and at the 
sam p, time resell a similar amount forward , or, he may sell 
spot and buy the same amoimt forward The usual periods 
for such transactions m the market range from one to three 
months, though usually busmess can be negotiated for any 
period up to three months, and sometimes for six months 
It all depends upon the state of the market and the par- 
ticular foreign currency m which deahngs are taking place 
Pomts the student should note carefully, are these 

If the market quotation for forward exchange quoted 
agamst sterhng is under spot, then the forward rate for that 
exchange is said to be at a "premium", if, on the other f 
hand, the forward rate is quoted over the spot rate, then ^ 
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forward is said to be at a “discount ” This method of 
quotmg mvolves many a mental twist, but one's brain 
becomes attuned to such gymnastics with practice The 
position may be summarized m four sentences — 

1 A sale of fonvard currency 

2 A purchase of spot currency 

3 A purchase of forward currency 

4 A sale of spot currency 

On exammation it iviU be plam that operations 2 and 4 
cancel out each other, so the final result is that the banker 
has sold forward and bought forward similar amounts of 
the foreign exchange, and so has adequately covered 
himself 

Another example will serve to make the position quite 
clear Suppose that the rate for Dutch florms three months’ 
forward is called 5-7 cents discount, then, it is possible to 
buy spot at, say 8 45, and resell them forward at 8 52, or 
to sell spot at 8 45 and re-purchase the florms forward at 
8 50 If, however, florms were at a premium, these opera- 
tions would be executed by 8 45 and 8 40, and 8 45 and 8 38 
respectively 

Options in Forward Exchange 

Apart from swap transactions, there is another type of 
exchange that is often undertaken on the London foreign 
exchange market We refer to operations m options Here 
agam, the busmess largely centres on the forward market, 
though rates are fixed m a different way from what are 
known as "options” m the ordmary sense of the word, 
they are quite dissimilar from options m stocks and shares 
on the Stock Exchange The larger part of forward options 
in foreign exchange anse from the finance of imports and 
exports, and are therefore almost entirely undertaken by 
the banks For mstance, an importer who is due to receive, 
say, meat from the Argentme or gram from the United 
States, may not be certam of the exact date on which he 
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Will have to make remittances m the foreign currencies in 
payment ' • The exporter, m turn, may be uncertam as to 
the date on which he will have to produce the foreign 
exchange which he has sold forward In such circum- 
stances, it IS the banker who, as usual, is the mtermediary 
m the transaction, and he stands ready to assist both parties 
by arrangmg forward option deals 

It should be clearly noted at the outset that these option 
contracts refer only to the dehvery date m forward and 
swap operations , they do not mean that the buyer or the 
seller, that is the importer and the exporter, as the case 
may be, has the option to accept or to declme dehvery of 
the foreign exchange bought forward from the banker 
The sanctity of contracts is strictly enforced and observed 
m this busmess, and once havmg entered mto a forward 
option contract, the seller is bound to dehver and the 
buyer to take the amount of currency covered by the 
contract It is, as we have emphasized, the dates of dehvery 
alone that are m question 

In all such contracts the banker has, of course, to cover 
himself, and with this object always m view, he works on 
the assumption that the date of dehvery may be at the most 
disadvantageous tune for him, so he quotes his rates 
accordingly Suppose, for example, an exporter wishes to 
sell $100,000 for dehvery at his option three months’ for- 
ward, the inference is that he has the option to dehver 
the dollars at any tune withm that period He may elect 
to dehver the next day, the next week, or three months 
hence N ow, when the contract is bemg negotiated, forward 
dollars may be at a discount, that is, over spot rate, and that 
bemg so, the banker would assume that the Amencan 
dollars will not be dehvered until the end of the three 
months, as obviously, the exporter, who is frequently an 
optimist, will tend to hold off from dehvermg He will 
quite well know that on the present rate he would have 
to surrender more dollars for each £\ he receives from the 
banker, than he would if, say, the dollars were at a 
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premium The astute banker reads the exporter’s thoughts 
like a book, and will therefore quote the full three months' 
rate over the quotation for spot dollars If, on the other 
hand, forward dollars are at a prenuum, that is under the 
spot rate, the banker would visualize the worst as the three 
months’ forward rate is m favour of the seller, he would 
assume that that gentleman might ddiver the dollars 
the foUowmg day He would, therefore, quote the spot rate 
To take yet another example Suppose spot francs are 
quoted 144|-145, and the three months’ forward quotation 
is at, say, 1-| centimes prenuum As the forward rate is 
under spot, the forward quotations would thus be, 143|- 
144i The question at once arises, what rate should the 
banker quote’ As we have shown, he envisages the worst 
contmgency, and assumes that his client may exercise his 
option and deliver the next day, so he quotes the spot rate 
of 145, and thus covers himself agamst the possibility of 
the seller delivenng the francs on the foUowmg day, when 
somewhere about that rate may rule Naturally, if the 
chent lets the option run on and does not deliver until the 
expiry date three months hence, the banker will net a 
higher profit, smce, presumably, he wiU have covered him- 
self at the selhng rate of 143| to the £1 That is to say, 
workmg on the chance that the wily dient would deliver 
promptly, the banker would almost certainly sell three 
months’ forward the francs he receives at about the rate 
of 143| 

It is because the banker has always to take mto con- 
sideration that cucumstances may be disadvantageous to 
hun, that forward option rates are more expensive than out 
and out, or straightforward deals In the case of the more 
active currencies, hke dollars and francs, however, better 
rates are sometimes obtamable by limiting the penod of 
the option It might be arranged, for mstance, that dehvery 
can be made not earher than, say, one or two months date, 
and not later than three months 

Apart from forward exchange, there are other methods 
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by which' drawers of bills endeavour to avoid exchange 
risks One more or less satisfactory way out of the tmpasse 
IS to draw the bills with the clause “Exchange as per 
endorsement ” The object of endorsmg the rates of 
exchange on the bill is to transfer the liabihty for any loss 
m exchange on to the foreign importer, that is the person 
on whom the bills are drawn. 

“ Exchange as per endorsement." 

The drawers of sterling bills on foreign centres usually 
insert the clause m bills before handing them to the 
bankers for sale, and hitherto it has been the practice for 
the bankers to complete the clause by endorsing on the 
bill the rate of exchange, and the drawer is then paid the 
amount of the bill less the usual commission and charges 
This method has been found to work well so long as the 
rate of exchange was not too much against the foreign 
drawee when time for payment arrived, but at the present 
time, owing to the increasing number of cases in which , 
the persons on whom bills of exchange are drawn refuse 
to pay the equivalent at the rate of exchange endorsed 
on the bills, the custom among some of the bankers is to 
quote the seller of the bill the rate and insist on his endors- 
ing It on the bill himself Under this arrangement any 
dispute which may subsequently arise when the bill is 
presented can be referred back to the drawer for 
settlement between the drawee and himself. 

Another method sometimes adopted is to mark bills with 
the clause “ Payable at bankers’ buymg rate for cheques 

on ’’ (such and such a place) In this case the bill 

will have to be paid at the bankers’ buymg rate of exchange 
for demand bills or cheques on the centre from which the 
bill emanated, ruhng on the day the bill is presented for 
payment 

In discussmg the various ways of elimmatmg or pro- 
vidmg agamst exchange nsks, we have rather put the cart 
before the horse, as the reader may be but dimly aware of 
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the causes of exchange fluctuations We have done this, 
however, of set purpose, the idea being to familianze the 
reader with rates of exchange quotations, and all that 
appertain to their working He will thus be in a better 
position to appreciate the many and varied factors that 
cause exchange fluctuations, which will be discussed at 
length m the next chapter 


9 — (B 15 »5) 



CHAPTER XI 


FAVOURABLE AND UNFAVOURABLE EXCHANGE — THE CAUSES 
OF THE FLUCTUATIONS IN THE FOREIGN EXCHANGES 
ANALYSED — ^INVISIBLE IMPORTS AND EXPORTS, HOW 
THEY AFFECT THE EXCHANGES— OTHER INFLUENCES— 
ARBITRAGE OPERATIONS 

In the course of our inquiry we have demonstrated that 
with the debts between two countnes exactly balanced 
we have what is known as the par of exchange, a state 
of equivalence which rarely exists, but that all the same, 
we have fixed a point with the gold st andar d countnes 
which IS taken to record par 
When we apply this to bills of exchange, which are the 
outward and visible sign of indebtedness between nations, 
we take it to mean that a bill for £100 on France, for 
example, would on any particular day sell in London for 
£100, no more and no less, and that a similar state of affairs 
would exist in France With France, the par of exchange, 
until France decrees otherwise, is £1 = Fes 124 2134, and 
if the debits and credits between the two countries were 
at any time equal, a biU of exchange for £100 would be 
worth Fes 12421 34 in either country When, however, 
the balance of indebtedness is agamst France, that is to 
say, she owes us more than we owe her, exchange wiU be 
below par, that is at a discount Conversely, if England's 
debts to France are greater than her French credits, ex- 
change will be above par, and at a premium 

The true effect of this can easily be seen by refernng 
to the settlement of debts by means of bills of exchange 
When our exports to France exceed our imports from 
that country, bills of exchange drawn on France will be 
in excess supply here, consequently the bill for Fes 12421 34 
wall fetch less than £100— it will be at a discount 
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On the other hand, where our French imports exceed j 
Bntish exports to France, there will be a greater demand 
for remittances to pay for the French imports, and in 
consequence of the scarcity of paper, the bill for Fes 12421 34 
will be worth more than £100 on the London market, 
that IS, at a premium 

In practice, of course, it wiU be necessary to remember 
what we have said before, that the difference m the rate 
IS not found by adding to or dedu cting_from_theJiilL_but 
by alte nng the rate at which the exchange is calculated 
For example, in the latter case we said the rate was at a 
premium, or above par, and m paying the seller of the bill 
the proceeds in sterling, instead of calculating the bill for Fes 
12421 34 at exchange of Fes 124 2134, the par of exchange 
between England and France, we would allow the seller 
the premium by charging him a lower rate, say, hes 124 00 
and if the reader cares to com ert the Fes 12421 34 into ster- 
hng at this rate, he wiU see that the Bntish equivalent of 
the bill will be more than £100 In the former case, the 
difference would be obtained by charging a higher rate 
say, Fes 124 25, and the bill would outturn less than £100 

Favourable and Unfavourable Exchange 
This habit of quoting a nsing exchange as at a " dis-,' 
count,” and a falling exchange as at a " premium,” has^ 
in the past made confusion worse confounded, and for the*^ 
sake of the exchange student, we are glad to see that the 
practice has of late years fallen into desuetude But one 
cannot say that the present-day usage of the terms 
" favourable ” and “ unfavourable ” in regard to the 
exchanges is less miilearlirig ~ 

- When we find that bills of exchange drawn from London 
on foreign centres are at a premium, we say that exchange 
is against us, or unfavourable to the country For instance, 
take the case we examined just now Inasmuch as the par 
of exchange with France is Fes 124 2134, if we are forced 
to pay more than £100 m London when buying a bill for 
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Fcs 12421 34, it is plain that £100 here are worth less than 
the fixed equivalent of French currency . hence the reason 
for saying the exchange is unfavourable to London 
Similarly, if it takes less than £100 in London to buy a bill 
on Pans for Fes 12421 *34, French exchange is said to be 
" favourable " to England 

The mdisciiminate use of such terms is a real pitfall in 
foreign exchange, and a moment's reflection will show that 
a favourable or unfavourable exchange applied to the 
country is one thing, but when applied to individuals, it 
is^another 

' Bnefly, exchange is unfavourable to a country only' 
when that country is obliged to send bullion in liquidation 
of its indebtedness, and favourable when bullion is received 
from a debtor country However, lest we be charged 
with a leaning towards the fallacies of the old Mercantile 
Theory, we hasten to say that this sending or recen mg 
of bullion is important only in so far as it affects the banking 
situation The mercantilist theory was the product of the 
bram of one Thomas Mun m 1664 The system he and 
later economists developed gave an exaggerated importance 
to the possession of gold and silver by a country It was 
held that as the precious metals were m universal demand, 
they were always acceptable m payment of goods, and 
wealth was commonly estimated m terms of money Under 
the delusion that a country profited by mcreasmg its stock 
of gold and silver, nation struggled agamst nation to obtain 
possession of the precious metals, and thei^ commercial 
regulations were framed with this object '^It is at least 
a question whether the Great Powers at the present day, 
in their desire to obtain large stocks of gold, are not fallmg 
back into the old fallacies underlymg the mercantilist 

theory 

It IS the banks which will part with the gold, and with 
each fall in their reserves they will tend to restnet the 
credits of which gold forms the basis, or rates for accom- 
modation will become dearer, whidi amounts to the same 
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thing , and it is easy to comprehend that any restnction 
m credit facilities by this means will check commerce, 
and so ultimately prove adverse to the country >/ft iviU 
be perceived that we refer to the raising of the rate of 
discount as a means of stopping the outflow of gold On 
the other hand, with a reasonable influx of gold, the banks' 
reserves reach that point when a low bank rate can 
be put m operation, and it follows that with cheap 
capital, there is an impetus to a country's trade and 
production 

As far as individuals are concerned, we may say it is the 
debtors to whom the terms "favourable ’ ’ and "unfavourable ” 
apply they must buy the bills to send to their creditors, 
and the question of how much of the foreign currency 
units they can get in exchange for each umt of the home 
currency is of vital importance to them , and where the 
/^uyer of a bill can procure Fes 124 25 to the pound sterling, 
that rate will be more favourable to him than if the seller 
parts only with Fes 124 21 per sovereign But, obviously, 
what IS favourable to the merchants who have to buy biUs 
in London, ivill be unfavourable to those who have money 
to receive from France, since this second class will be the 
sellers of the bills which the former class buy, and the more 
francs and centimes surrendered by the seller for each 
sovereign received, the more unfavourable will be the rate 
of exchange 

This, by the way, is the usual illustration of the manner 
in which two debts are cancelled the importer pays his 
foreign creditor, and the exporter obtains payment from 
the foreign debtor We may be pardoned for again refer- 
ring to the subject, but a httle repetition will sen-^e to fix 
the principles in the student’s mind Exporter A, we will 
suppose, has sent to France goods to the value of Fes 1,000, 
while importer B has received from Pans produce of a 
similar value A draws a bill for Fes 1,000 on the merchant 
in France, and finds an easy way to obtain the equivalent 
by selling it to B, who is under the necessity of remitting 
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that sum for the French imports Thus, it is to A and B 
that the terms “ favourable” or“ unfavourable” will apply, 
the one being the receiver and the other the remitter 

From these remarks it follows that to the buyer of the 
bill in this country, high rates are favourable, low rates 
unfavourable, when quoted m foreign units to the pound 
sterling , but, when the rates are quoted in shillings and 
pence to the foreign units, high rates are unfavourable 
and low rates are favourable ’ For selling paper the 
maxim is the reverse with rates quoted m foreign 
money to the pound sterling, the seller must bear in mind 
that low rates are favourable, high rates are unfavour- 
able , and, if he is selling bills based on rates which are 
quoted in shillings and pence to the foreign units, high 
rates will be favourable, low rates unfavourable 

Before leaving this part of the subject, it may be well 
to refer to what is in the minds of the economists when they 
say that an unfavourable exchange is an encouragement 
to exporters and a discouragement to importers 
'/It has been remarked that when the value of the impoits 
from a country exceeds the value o^the exports to that 
country, bills are at a premium '^•^It follows, therefore, 
that the greater the amount of the premium, the higher 
will be the profits exacted by the exporters. They diaw 
bills for the cost of their shipments to the foreign country, 
and in selling the bills obtain the premium in the rates 
of exchange Plainly, this indicates a diminution in 
profit to the importers, who not only have to pay the in- 
voice puce of the goods, but also pay a premium for the 
remittances they require to send to the foreign exporter 

In practice, the exporters are hardly jikely to obtain the 
full extent of the premium quoted proportion, some- 
times the whole of the premium, would go to the banlcers f 
who negotiate the bills 

To complete the examination of this part of our subj ect, 
it IS important to refer to the fluctuations in the rates of 
exchange 
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Fluctuations in Rates of Exchange. 

We have seen that a nominal part of exchange exists 
between two countries which have the same metal as the 
basis of their currency Some reference was also made 
to the specie pomts, which mark the limits withm which 
the premium on bills rises or falls Between these points 
exchange will fluctuate, sometimes above, sometimes below, 
the par of exchange, and the best statement of the theory 
the writer remembers to have seen is that laid down by 
Bastable in his Theory of Intonahonal Trade He con- 
cludes that the limit of exchange fluctuations, m either 
direction, may be fixed by the cost of the passage of specie, 
and the statement is summarized as follows — 

"The upper limit of exchange fluctuations is par,' 
plus the cost of transimttmg specie the lower limit 
par, minus the cost of transmitting specie,” and twice 
the cost of remitting specie, as he nghtly maintains, is 
the whole space withm which fluctuations can take place 
under normal conditions 

The movements, which are incessant, are affected by a 
vanety of conditions.'^ut generally speaking, we may 
say they are governed by Supply and Demand (for bills), 
which in turn are determined by the relative indebtedness 
resulting from the course of trade between ^coun^tnes 
If It were only with trade influences we had to deal, the 
problem of fluctuations would not be difi&cult to trace, 
but there are other elements to consider thus we have to 
take account of the currency conditions in various coun- 
tnes Some have a debased currenc}', others, supposed to 
be on a gold basis, are continually in the throes of a depre- 
ciated paper currency , and, lastly, we have those countnes 
whose money is of metal different from that of others, say, 
gold in one country and silver in another, and in addition 
to the ordinary movements in exchange, it is necessary 
to sav how much of the silver currency shall be paid in 
the sih er-using country in order to confer the nght on a 
trader to receive an agreed gold equivalent in one of the 
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gold centres — a problem of no little difficulty when we 
remember that it necessitates our comparing the silver price 
of gold and the gold pnce of silver at an}^ particular time 

We will leave the currency problem alone for the present, 
and discuss the causes upon which depend the demand 
for and supply of bills 

In the first place we might emphasize the fact that the 
total indebtedness of a nation has practically no effect 
on the exchanges , it is only when the debts come to be 
liquidated that movements are apparent, and even then it^ 
will be the balance of indebtedness which will influ^ce rates ; 

Trade Conditions. 

Trade conditions, of course, exercise the most potent 
influence upon the exchanges, since, as we have seen, it is 
from the exports and imports of a country, as shown by 
Its trade statistics, that the supply of bills pnncipally 
emanates ' 'Nevertheless, m deahng with the subject 
from the Bntish point of view, we must be careful to 
remember that we as a nation draw few bills m comparison 
with the vast number drawn on this country, ^nd the 
reason for the excess drawings is easily shown ’^Merchants 
and financiers all over the world know that a bill of exchange 
on London is readily negotiable , it is in fact the recog- 
nized international medium of exchange, and, so far, the 
bills of no other country can claim this unique quahty 
BiUs on France, Germany and other European nations 
are also drawn and negotiated, and, collectively, their 
number is not small, but they pnncipally represent remit- 
tances for direct shipments of produce and manufactures 
from foreign countnes, and are consequently used only 
in connection with the trade between those countnes, 
and hitherto they have not been able to compete witli the 
bill drawn on London 

It must not be supposed, however, that bills drawn on 
London are solely on account of our oivn foreign trade 
'■'‘^In reahty, they are diawn in connection with the trade 
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and commerce of almost every civilized country m the 
world Take, for example, the shipments of tea between 
Shanghai and New York Payment is usually made by 
means of a bill on London and if an importer in France 
orders coffee from Rio, or cotton from New Orleans, he 
will, in ninety-nine cases out of a hundred, make payment 
through the medium of the London money market Many 
of the French merchants who send goods to China or Japan, 
will, in a like manner, finance their operations through 
London in preference to any other financial centre 
any important foreign commercial market the names of 
the London accepting bankers are as well known as in 
Great Bntain, and the exporter has only to take his bills 
to a local bank to realize a better rate than for bills on, 
say, France, Holland, Germany, or the United States of 
America 

Bills on London are drawn, not only for goods, b ut in 
conn ection with secunt ies also This was evidenced in 
the late rubber " boom," when bills representing enormous 
sums came forward from foreign capitahsts who had 
invested money m shares, the payment for which had 
eventually to be made in London 

The fact of London, pnor to the suspension of the Gold 
Standard on 21st September, 1931, bemg a free market 
for gold has already been referred to, but what we might 
term the gold basis of bills on London is not the only 
reason wfiyTiahks, financiers, merchants, and others m the 
far distant parts of the world prefer to negotiate them 
t hey buy the paper because there is everywhere a ready 
market for it T he bills can always be transferred to other 
buyers on foreign markets who want them to remit m pay- 
ment of mdebtedness to England or some other country 
It does sound rather hke a truism to say that this remark- 
able free market m bills on London exists because there is 
always a supply , still the fact cannot be explained away, 
and m the meantime the demand continues from every 
part of the world, despite our temporary departure from gold 
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After this rather long explanation, it will be quite manifest 
that it IS the export and import trade of our own and other 
countnes which exercises the dominating influence on the 
foreign exchanges 

Invisible Imports and Exports. 

Closely allied to these trade conditions, we have another 
important influence which affects exchanges in a marked 
degree we refer to what .Robert Giffen described as 
** Invisible Imports and Exporte ” — " invisible ” because 
the 3 rafe hotshown in the usual Board of Trade statistics 
* In the term “ invisible imports and exports ” are 
mcluded all such items as mcome from overseas mvest- 
ments, freight and insurance, remittances for the pur- 
chase or sale of ships at foreign ports, the hire of vessels, 
the drawings of captains and masters of ships , expenses 
and remittances of foreign residents (including mihtary, 
consular and Government servants) , bankers' commissions, 
and so on 

The British Board of Trade has of recent years drawn 
up an interesting statement showmg how an apparent 
adverse balance of trade is cancelled by the mvisible 
exports We give the table published m February, 1936, 
by the Board of Trade Joimtal, and it shows in a staking 
manner what effect the mvisible items have on the trade 
of the country In 1931, it will be observed, the balance 
of payments was ^104,000,000 against the United Kmgdom 

The year 1931, it may be remembered, was a difficult 
one for Great Britain, and, as we shall show later, m 
September of that year, we were reluctantly forced to 
suspend the Gold Standard However, by dmt of tightenmg 
our belts, and economizing m all directions, we were able 
to show a better result the next year, when the adverse 
balance was practically halved at 5 1,000, 000 The year 
1933 saw our accounts balanced, but m 1934 we slightly 
outran the constable and ended with a debit balance of 
payments amounting to ;^2,000,000 Then a better position 
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was evolved, and improving trade enabled the United 
Kmgdom to end with a favourable balance of payments, 
amounting to £37,000,000 All students of the foreign 
exchanges should take careful note of this country s balance 
of pajmients, and a few words, explanatory of the position, 
^vlll enable readers to appreciate the working of the 
accounts 

It ^vlll be obserx'ed that on the actual o\ ersea trade there 
IS each year an apparent adverse balance, the excess of 
imports over exports ranging from £408,000,000 in 1931 
do\vn to £263,000,000 in 1935 Tliese figures do not include 
movements of gold bullion and specie, the reason being 
that imports and exports of gold are held to represent 
movements of capital as opposed to income In practice, 
especially in these uncertain daj's, gold tends to move from 
one country to another without actual change of ownership 
In 1936, for mstance, there was a flight of capital from 
vanous Continental countnes to England, which largely 
took the form of gold to be held on account of foreigners 
Silver IS another matter, and in recent days that metal has 
been treated as a commodity Unlike gold, its ownership 
changes frequently, and for a considerable time the USA 
has been the pnncipal purchaser 
Now, at the nsk of entenng into one of those dry-as-dust 
descnptions which the average student abhors, yet which 
are most necessary to his digestion of the foreign ex- 
changes, let us examme the items in the table of the United 
Kmgdom Balance of Payments, se> taiivi 
We have already referred to the excess of imports Then 
we have the Esbmated Excess of Government Payments 
made Overseas It is of no great importance from the point 
of view of affectmg the ultimate balance The amount 
mdudes items on loan accounts under a vanety of headings, 
which, though they may have caused the Government 
statisticians many a bad headache, need not worry the 
reader It is generally understood that payments and 
receipts on account of India's Home Charges figure largely 
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in the excess Other Government departments’ disburse- 
ments and receipts to and from overseas are included It 
may be of interest to note for historical purposes that the 
rather large excess payment of ;^24,000,000 m 1932 
was due to the mstalment paid on Great Britam’s war 
debt to America which was not balanced by payments 
of war debts from other countries to us One is optimistic 
enough to hope that it is the last time the item will 
appear 

To pass on — the item of mterest in the Excess of Govern- 
ment Receipts from Overseas is that of ;^7,000,000 in 1934 
This arose from the payment by South Africa m respect of 
War Debt it is non-recurrent, and the next year there was 
no such windfall Instead, it will be observed that the 
Government’s payments oversea were estimated to be 
£2,000,000 more than its receipts from other countries 

So, to the next item — Estimated Net National Shipping 
Income. This includes mcorniTffom shipping services, and, 
aTonirbf the banks has said in a review of the position,^ 
it IS not necessarily a guide to the profits of our shipping 
companies, or even to the movements in their earnings It 
is the “net” income from the national point of view, and 
represents only an estimate of the amounts payable to this 
country m respect of shipping and allied services, less 
■S imil ar amounts payable by persons resident here and the 
disbursements of our ships in foreign ports Costs incurred 
by shipping companies within this country are quite 
irrelevant to the calculation 

The next item that follows in the table is the most 
important of the Invisible Exports that enabled the country 
to show a favourable balance of payments for 1935 

It should be noted that the net income from overseas 
investments consists in the surplus mcome accruing to 
residents in the United Kingdom from i nvestm gn^ m oth er 
countries (whether these are m Government loans, m public 
companies, or m private undertakings) over the mcome 
^ Westminster Bank Review for March, 1936 
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UNITED KINGDOM BAL\NCE OF PAYMENTS 


(In million Z's) 


Particulars 

1 

1931 j 

1932 






■1 

B 

£ 

/ 

Excess of imports of mcrchan- 

j 1 

1 

■i 



disc and silver bullion and 
specie 

408 

287 


291 

261 

Estimated excess of Govern- 



Hji 



ment pa\ ments made o\ cr- 
scas^ 


24 

mm 

— 

2 


_£4^ 

wm 

£265 

£294 

£263 

Estimated excess of Gosem- 






ment receipts from o\cr- 
scas^ 

11 



7 


Estimated net national ship- 
ping income - 

Estimated net income from 

80 

70 

65 

70 

75 

overseas in\ cstments 

170 

150 

160 

175 

185 

Estimated net receipts from 
commissions, etc 

Estimated net receipts from 

30 

25 

30 

30 

30 

other sources 

10 

15 

10 


10 

Total 


/260 

£265 

£292^ 

£300 

Estimated total credit or 

\ 

1 




debit balance on items 
specified above 

- 104 

- 51 

1 

- 2 

+ 37 


* Including some items on loan accounts 

* Includmg disbursements by foreign ships in British ports 


accruing to persons not resident in the United Kingdom, 
from similar investments in British property or securities, 
or from the employment of their balances in the United 
Kingdom 

Commissions or payments for services rendered m the 
United Kingdom on behalf of persons resident abroad, 
include acceptance credits’ commissions, discount on foreign 
bills, ba nt: i nterest (i e" short interest and commissions)] 
commissions and other charges on new issues paid by over- 
seas borrowers, merchanting commission on overseas pro- 
duce, brokers’ commissions, msurance remittances from 
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abroad, and earnings on exchange transactions Payments 
have also to be made by us to foreigners for similar services 

Of these, one of the pnncipal items is that connected 
with t he shipping trade Owing to the ramifications of its 
gfeatlnercantile fleetTOreat Bntain holds a good part of 
the world in fee for the carr 5 nng trade, and is, of course, a 
creditor for all its mantime services, although these to a 
very slight extent may be offset by the amount for which 
she IS debtor for the use by her of a proportion of the 
foreign ships The drawings for the purchase and sale of 
ships affect the exchanges in accordance with the centre 
from which the bill is drawn, or by what means the settle- 
ment IS finally made The drawings of captains refer to 
the arrangements under which the cost of re-victualling 
or coaling vessels is earned out In many cases a bank 
at a foreign port is authonzed to negotiate the bills of the 
captain drawn on a London house, and the total of those 
bills goes to swell the demand for or supply of paper 
affecting the exchanges 

The final item. Estimated Net Receipts from Other 
Sources, compnses a variety of miscellaneous receipts, m 
themselves, too small to ment separate headings'" Expendi- , 
ture by tourists and payments for film royalties are con- ( 
sidered to be two of the largest classes of expenditure mcluded 
in this total Tounst expenditure is now an important item, 
and from time to time it has a noticeable effect on the 
exchanges, since their currency requirements tend to grow 
larger each year as the popularity of foreign travel increases 
He, then, who would wish to solve the riddle of the 
exchanges, must always view this item with interest To 
take the last year in the table, 1935, British visitors to the 
Continent numbered 790,000, while there were 240,000 
continental visitors to this country Added to these figures 
there go to swell the total, visitors to and from the more 
distant countries that do not come under the heading of 
" The Contment " 

Such, then, are the prmcipal items m this very useful 
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summary that shou s how with an apparent adverse balance 
of trade year m and year out, the United Kingdom is still 
able to shon a favourable balance of pajunents In other 
words, the table reveals vhat an important part the 
" invisible ” factors play in our national prospenty Without 
these mvisible items it is ob\nous that the course of the 
exchanges ould be constantl}' ad\ erse to this country 

Bankers’ Commissions. 

Further reference at this point may be made to bankers’ 
commissions, vhicli sometimes are regarded as a negligible 
item, but as, in the wnter's opinion, that idea is erroneous, 
bnef mention may be made of them The more important 
commissions are those paid to bankers b5' foreign govern- 
ments and others for carrj'mg out what is termed the 
“service of loans,’’ that is, the paying of the foreign 
governments’ coupons on bonds for loans issued, and 
attending to the multifanous duties mIucIi the issue of the 
loans and subsequent control of the transfer of the funds 
entail It is apparent that the sums imolved may, in the 
aggregate, amount to large figures, and when they arc 
remitted the exchange is influenced to that extent 

More than once it has been asked how a bill can possibly 
be drawn in connection with the service of these loans 
A familiar example is seen m the case of international 
loans Say three countnes, England, France, and America, 
lend money to China, and it is arranged that the pay- 
ment of coupons belonging to certain Amencan residents 
shall be paid in London To do this the London bank must 
be put in funds, and Amenca, if desirous of so doing, can 
remit the amount by means of a bill of exchange purchased 
in Wall Street, New York, which, of course, affects the 
exchange between New York and London China, on 
the other hand, may at certain penods of the year arrange 
to put the British, French, and American banks in funds 
for paying the service of the loans in each country The 
remittance may be made by means of a telegraphic transfer 
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or by the sending of a demand bill, whichever may be 
cheaper or more convenient, and in any case the transfer 
of funds from China to Europe will ultimately affect the 
exchanges between China and the countnes named 

Stock Exchange Influences. 

The mention of Chinese borrowings bnngs us to a very 
important influence on the exchanges, namely, foreign 
loans, but perhaps before we trace the effect of foreign 
loans on exchange, we had better deal with what are called 
the Stock Exchange influences, to which international 
borrowings properly belong 

The accumulation of capital in England and other 
European centres renders it a matter of difficulty to invest] 
surplus funds, that is, if a relatively high rate of interest | 
IS to be obtained, and consequently, the operations carried^ 
out by bankers and the Stock Exchanges combined, fre- 
quently affect foreign exchange rates when we least expect 
it The various stocks and shares are to a large extent 
internationalized, and the business is constantly done by 
the aid of telegram and cable a slight vanation m pnce 
will often mean a stream of orders to buy or sell, as the 
case may be, from one country to another, and as a result, 
the heavy demands for cheques or sight bills to pay for 
the heterogeneous mass of securities are at once leflected 
on the exchange quotations If London has been investing 
in French Loans, for example, the purchase of demand 
bills drawn on France to pay for the secunties will depress 
exchange on Pans ; thus, the rate for cheques on Paris 
may be Fes 75 25, but as there are so many persons 
desiring to remit, there will be competition for the drafts, 
and the sellers, emboldened by the demand, will offer 
only Fes 75 20 to the pound sterling, which is obviously 
an adverse rate to the remitters 
A striking example of this was witnessed m the spring 
of 1928 The President and Economist of the New York 
Stock Exchange visited London and, after protracted 
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negotiations, arranged for the hsting of British Funding 
Loan and certain other British stocks on the New York 
Stock Exchange The immediate result was a heavy invest- 
ment demand for these stocks from America Considerable 
remittances were sent from New York to purchase Bntish 
Fundmg Loan, and as a direct result the rate of exchange 
between New' York and London moved sharply in favour 
of England 

Some idea of the magnitude of the business in this 
country alone in foreign and colonial securities may be 
gathered from the following table of capital issues made 
on the London Market dunng the 3 'cars 1928 to 1935 The 
figures are taken from the London Econotnist 


CAPITAL ISSUES IS THI USlTfO KINDGOM 
(In ntlbon t s) 


Calendar 
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1 
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13 nr 

llo*ne 

Corpora 

tiona 

rinii 

0 

1 

Total 
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rmptrc 
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Isauca 


1 

£ 

£ 

■■ 

£ 

£ 

m 

1928 

8J9 

14 9 

104 8 


03 2 

42 3 


1929 

C5 4 

83 

124 3 


01 0 

26 2 



CS«, 

417 

013 

170 6 

01 4 

15 7 



10 7 

80 

35 8 

54 4 

38 5 

01 

102 1 


102 7 

288 

31 0 

103 1 

25 5 

03 

laoo 

1933 1 

150 8 

24 5 

34 9 

210 2 

292 

54 

244 8 

1934 ! 

44 1 

30 1 

57 5 

1377 

290 

1 5 

1091 

1935 1 

i 

S30 1 

1 

51 1 1 

81 0 1 

i 

220 7 ! 

i 

15 2 

02 

236 1 


V ‘ The interest on these investments has a very consider- 
able effect on the exchanges when the payments are 
renntted, or coupons sent for collection, as the case may 
be, exchange will turn in our favour On the other hand, 
as the late Viscount Goschen was careful to pomt out in 
his book on the Foreign Exchanges, a country which 
annually has large sums of interest to pay abroad, must 
import so much the less or export so much the more 
The issue of a loan on the London market will turn the 
exchange of the country borrowing against this country 
at the time the money is paid over to the foreign nation 

10— (B li^s) 
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The immediate effect is to increase Great Bntain's indebted- 
ness by the amount of the loan, but this influence may be 
neutralized where a large part of the proceeds is used for 
the purchase of British manufactures. An illustration of 
this is seen where a country is raising money abroad for 
the avowed purpose of building railways in its own terri- 
tory The lenders will make great efforts to secure in 
the loan agreements the insertion of clauses stipulating 
for the purchase of at least a part of the constructional 
matenals in the country m which the loan is being floated 
The influence on the exchange, plainly, may be offset to 
the extent of such purchases 

The contention of the economists, with which we need 
not quarrel, is, that a loan acts in precisely the same way 
as an import to the lending country and an export to the 
borrowing country The reverse is true when the coupons 
or interest on such loans is paid the coupons will repre- 
sent an export from the lending country, and are always 
regarded as an immediate habihty of the borrowing nation 
As far as the exchanges with this country are concerned, 
they exercise a permanent influence in our favour 

Most foreign government loans are repayable by means 
of sinking funds, and with each repa3mient of principal 
the effect on the exchanges will be the same as that occa- 
sioned by the export of the interest coupons, since the 
lending country exports the drawn bonds in exchange for 
the remittance of their value by the borrowing nation 

Finance Bills. 

Before leaving the subject of the Stock Exchange 
influences we ought to refer bnefly to one of the methods 
by which speculators raise funds to enable them to carry 
through operations which promise a profitable return 
Here we have a case where a bill is actually drawn by a 
banker on his correspondent, who is also a banker, and the 
mstrument is known as a finance bill We shall refer at 
length in a later chapter to the drawmg of finance bills. 
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but the foUowmg very simple instance of what occurs 
between London and New York will serve for the moment 
to show the effect on exchange 
A broker in New York sees an opportunity of making 
money by speculating in some of the well-knoivn stocks 
or shares He goes to his banker and arranges to deposit 
secunties against which the banker advances him up to, 
say, 80 per cent of their value, and the custom is to place 
these secunties in the safe keepmg of one of the big Trust 
Companies, who will act for both parties The banker 
himself, obviously, does not want to lock up his money for 
any penod of time, so under arrangements previously made, 
he draws a bill, usually at sixty or ninety days’ sight, on 
one of the London bankers or finance houses He sells 
this bill on the New York market and thus recoups himself 
for the amount lent to the stockbroker When the bill 
amves in London it is accepted by the London banker 
or other correspondent, who has now incurred the liability 
to pay it at maturity if the American banker does not put 
him in funds in time to meet it Needless to say, however, 
It IS to the Amencan’s interest to see that his London 
correspondent is put in funds in time to meet the bill, and 
if by chance it is inconvenient for him to remit the where- 
withal to pay the bill at due date, what he does is to draw 
another bill of the same kind, and again sell this on the 
Wall Street market, and thus procure the necessary funds 
to buy a demand remittance to send to the London banker 

As may be supposed, this business is earned on only 
between banks of high standing, and in many quarters it 
IS thought that the commission charged for the service 
is not commensurate with the nsk involved should a mone- 
tary cnsis ensue between the date of drawing and matuntv 
of the bills 

It will be fairly plain to the student by this time that 
the effect of the drawing of any quantity of these finance 
bills on London will be to weaken Amencan exchange 
with London 
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Letters of Credit. 

In referring to finance bills, we have almost imperceptibly 
touched on one of the most familiar influences which 
affect the foreign exchanges, namely, the Banking 
Influences Under this heading are included all the inter- 
national operations of bankers which in any way affect the 
exchanges 

One of the results of the extension of foreign branch 
banking is the increased use of credit instruments. Bankers 
finance foreign trade, and we may go a step, further and 
say they finance the foreign traveller also '/in fact, some 
of the fluctuations m the exchanges are the direct result 
of the drawing of bills under the various credits issued by 
bankers Most of us know that when a person is about to 
take a journey abroad, he first goes to his banker and pro- 
cures either a letter of credit or a quantity of circular 
notes These latter when negotiated abroad are sent 
back to London for encashment, and there is no practical 
difference between the circular notes and bills of exchange 
drawn m the ordinary way The same may be said about 
the drafts encashed by foreign bankers against letters of 
credit 

Travelling letters of credit and circular notes are, » 
however, not the only form of credit which affects the { 
exchanges as we shall see when we come to deal with 
foreign bills, bankers grant letters of credit in connection 
with the shipment of manufactured goods, produce or 
securities, and all give nse to the drawing of bills, which 
in one way or another exercise an influence on the foreign 
exchanges Yet, taken by themselves, the sale and 
transfer of these bills drawn under credits cannot be said 
to exercise a marked effect, but with the amalgamation 
of existing banking interests, and the practice of setting 
up banks or banking agencies in the remote parts of the 
earth, the bills drawn under bankers' credits are beginning 
to constitute an item of much greater relative weight in 
the scale of the exchanges than was formerly the case 
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Arbitrage 

Of far greater import, however, is the way the exchanges 
are manipulated by means of Arbitrage Operations 
Arbitrage is a subject which calls for special treatment, 
and we shall have to discuss its workmg at a later stage 
m our mquiry Here, however, we may be permitted to 
make bnef reference to it in so far as it affects rates 
^ A simple form of arbitrage is seen when a stockbroker 
in London, by means of a liberal expenditure on telegrams, 
IS able to buy Canadian Pacific Railway shares on one 
market and sell them on another he may operate between 
London and Pans, or London and New York, or even carry 
through transactions with all three centres If the dealing 
IS between this country and Amenca, he buys the shares 
in Throgmorton Street, London, when they are cheap, and i 
sells them in Wall Street, New York, when they are dear 
In deahng with bills of exchange for arbitrage purposes 
that is what happens m some cases, but more frequently the 
operation may be rather different When a banker is sellmg 
bank paper, the pnce at which he is willmg to sell depends 
on the pnce at which he can cover his operation, that is, 
provide the funds necessary to meet the bills he has 
drawn He may do this in several ways, the only con- 
sideration being the comparative economy of the method 
employed Suppose a London banker has sold three 
months' bills on his Pans correspondent, to meet these 
when the date of matunty comes round, he may cause 
Dutch bills drawn on Pans to be remitted to his corre- 
spondent there , he may even resort to Belgian bills for 
cover, or, as not infrequently happens, send the Pans 
banker an assorti^nt of paper drawn from vanous coun- 
tnes on France It is simply a case of purchasing cover! 
in the cheapest market I 

As the effect of arbitrage is to restore the equihbnuml 
of the exchanges, it partakes somewhat of the nature of a| 
levelling operation It will be apparent that bills can 
be bought cheaply only in those countnes where there 
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are surplus supplies of paper offenng, owing to the foreign 
credits exceeding the foreign debits, and by purchasing 
the surplus bills not needed by the importers, the operators 
do much to preserve the normal ebb and flow of the 
exchange between commercial centres To take an 
extreme case, suppose Swiss exchange, after being at par, 
Fes 25*2215, for a few days, goes up by one per miUe 
m our favour, Geneva can soon offset this small balance m 
favour of London by remittmg bills drawn on London 
or other European centres 

Dealers in arbitrage have been desenbed as persons 
spending their time at the telephone with the object of 
following the movements of exchange on the vanous 
markets, and there is an element of truth in the matter, 

' judgmg by the way they watch the fluctuations in rates . 
and take advantage of every small deviation 

Arbitrage operations m a great measure account for the 
fact that the exchanges between the chief monetary centres 
tend to keep on a level. Short exchange on Geneva, for 
example, may move from Fes. 25*16 to Fes 25 30 to £1, 
and almost immediately the rate m Geneva on London will 
move m unison The reason is to be found m the very 
free use of the cable , and, nowadays, wireless telegraphy 
IS being utilized If we quote a better cheque rate than 
Geneva, there will always be exchange dealers on the alert 
to take prompt advantage of the favourable exchange 
With the longer usance paper, however, there is often a 
suspicion of speculation m the deahngs , with cheque rates 
the outcome is fairly certam, as the followmg example will 
show An operator m exchange, bemg desirous of makmg 
a turn on the rates, and judgmg the present to be an 
opportune moment, wires to his Geneva friend “ At what 
rate can you draw cheque £10,000 on London ^ " The 
answer comes back “ 25*20 ” If the rate m London is 
favourable, say, Fes 25*16 = £1, the Londoner wires the 
reply, " Draw," and immechately the Swiss draws a 
cheque for £10,000 on London and sells it on the Swiss 
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Bourse for Fes 252,000 (£10,000 at exchange 25*20) At 
the same time the London operator himself draws a draft 
on Geneva for Fes 252,000 and sells it on the market here, 
or, as IS often the case, he has a client wishmg to buy 
demand on Geneva Fes 252,000 Now the person huy- 
mg the draft for this amount m London will have to pay 
sterhng calculated at the London rate, Fes 25*16 = £1, 
say, £10,015 18s , therefore when the draft for £10,000 
amves from Geneva, the London banker has £15 18s over 
and above the amount required to meet it, and this 
balance, minus the small charge for stamp and his corre- 
spondent's commission, will represent his profit on the 
transaction 

Similar operations will be carried out by other dealers, 
and, other things being equal, the immediate effect of the 
total drawings will be to equahze the rates between the 
two countries 

The cases we have quoted are, it should be noted, merely 
hypothetical, but they correctly describe the pnnciples, and 
when the operations are extended over two or three centres. 
It IS easy to perceive the influence on the rates of exchange 
Arbitrage is, however, a difficult business and one which 
really reqmres special study The student who has mastered 
the fundamental prmciples of foreign exchange will be well 
advised, therefore, to supplement his readmg by reference 
to one or other of the standard works on the subject ^ In 
view of the importance of this branch of foreign exchange 
no apology is needed for quotmg the foUowmg extract from 
a recent article in the New York Ftnancter it is a useful 
summary, and shows that our Amencan fnends are fully 
ahve to the importance of arbitrage transactions — 

" In conducting such operations it is essential that the 

^ Two useful works are Arbitrages et Paniis (O Haupt) and 
Bank Notes. Monnaies et Arbitrages (E KauSmann) , and a special 
arbcle on the subject will be found in the Dictionary of the World's 
Currencies and Foreign Exchanges and The Centenary Edition of 
Tate’s Modern Cambist (W F Spalding — London Sir Isaac Pitman 
& Sos, Ltd ) 
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banker shall be advised, through the cable, of the var5ring 
conditions of the markets abroad In such markets 
as Pans and London, where the exchange transactions 
are always large, rates often fluctuate sharply, and con- 
ditions change frequently. Therefore, though the 
situation may be favourable one day it may suddenly 
become adverse, necessitating some modification of the 
method of arbitragmg Moreover, it frequently hap- 
pens that after a successful negotiation has been effected 
by a banker as the result of pnvate information, his 
competitors may be advised of the favourable conditions 
prevailing and they also may draw m a similar manner 
Hence each operator seeks to obtain for himself alone 
all possible information regarding changes which are 
likely to affect his business Sometimes a banker may 
find, upon calculation, that it will be profitable to con- 
duct arbitragmg of exchange between three or more 
points , in such cases the conditions at each of the 
points must first be ascertained and calculations have 
to be made with the utmost care Occasionally in drawing 
bills the banker, m order to take advantage of arbi- 
tragmg operations, will transfer credits, through the 
cable, from an adverse centre to a point favourable for 
his purpose Indeed, there are very many ways by 
which arbitragmg can be profitably conducted by 
bankers having the requisite facihties and the necessary 
skill for such operations ' It will be observed that 
operations m arbitragmg of exchange require the services 
of men of the largest expenence, and hence the business 
can be conducted to advantage only in the most tho- 
roughly equipped offices The exchange student who 
enjoys opportunities for practice m such offices and has 
the determination to quahfy himself for this branch 
of exchange work by acquinng a knowledge of all of 
its intricate details will have no difficulty after such 
qualification m secunng advancement The field for 
operations in arbitragmg of exchange is continually and 
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rapidly broadening, and there will probably always be 
a demand for the services of men capable of taking 
positions as managers of exchange houses or 
departments ” ^ 

The following summary from the author’s larger work 
{Tate’s Cambist) will serve to give the student a general 
insight into the busmess 

Arbitrage operations may be done in spot and forward ’ 
exchange, or by swap transactions As we have said, it is ' 
a business requirmg the greatest skill, and m practice it is 
one for the specialist, that being so, the operations are 
conducted by experienced professional operators repre- 
senting the numerous banks and financial houses that are 
included under the general heading “ The Foreign Exchange 
Market ” Except in the case of America, for which, despite 
the transatlantic telephone, the telegram is the most con- 
venient method of operating, i^st arbitrage transactions 
are conducted by telephone '’The fundamental basis of 
arbitrage is the taking advantage of any dispanties in the 
value of foreign currencies that may exist between two or 
more centres at the time of operating A point to be noted 
IS that, apart from the quotations for Amencan dollars and 
pounds sterling, most active exchange centres quote so 
much of their oivn currency against 100 units of the cur- 
rency of the foreign centre For mstance, the quotation in 
Amsterdam of 5896 on Berlin, means that 58 96 Dutch 
flonns arc equal to 100 Reichsmarks Only by long practice 
can the student famihanzc himself \nth these quotations, 
and m default of operating, or want of opportunity, his 
best plan is to study the daily financial papers that give 
the continental and other rates of exchange However, an 
example of simple arbitrage w ill gi\ c the aspirant an insight 
into this lughlj technical business 

c maj suppose that a dealer in the London market calls 
up one in Berlin on the telephone, and, on inquiry*, is 

‘ Quoted b\ F E«cher in Oinidian edition of Maietn Bum tss 
l\oi. MU) •' Binding Pnclice -ind Foreign Excbmgc ” 
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informed that dollars there are quoted 4 2175-4 2180 By 
that he will understand that the Berhn dealer is a buyer 
of $1 for 4 2175 Reichsmarks, while he is a seller of $1 for 
4 2180 Reichsmarks Now the London operator will know 
that the rates m his market are DoUars/Sterhng 4 85f-/j-, 
and that Reichsmarks/Sterlmg are 20 46^1 By quick 
calculation he then finds that a disparity exists between 
the two centres Needless to say, he does not arrive at this 
conclusion by pencil and paper — ^the hfe of a foreign 
exchange operator is too short for that He does the 
calculation by quick mampulation of his "Loga” — an 
mgemous cyhndncal machme specially made for the pur- 
pose of rapid multiphcation and division By a quick turn 
of his machme he finds that Berlm's buying pnce for dollars 
against 4 2175 Reichsmarks, based on the London price 
at which he can dispose of Reichsmarks m London — ^20 46| 
— ogives him a DoUar/Sterhng rate of 4 8530 With the sure 
knowledge that he can buy dollars m London at 4 85 he 
promptly sells dollars to his Berhn conffhre at 4 2175, buys 
a similar amount of dollars m London at 4 85|, and uncovers 
the Reichsmark equivalent in London by selhng at 20'46J 
A similar result could be achieved, by reducmg the London 
rates of 4 85^ and 20 46| to the direct Berlm parity of 
4 21684, and then placmg this price agamst Berhn's buymg 
rate for 4 2175 dollars The unit of profit would thus be 
0 0066 Reichsmark, and, assuming the amount of the 
transaction to be §100,000, then the profit to the London 
operator would be 66 Reichsmarks, less, of course, expenses 
We mention expenses, since on active markets, operatmg 
expenses, such as telephone calls, telegrams and brokerage, 
are by no means negligible, and these items necessarily have 
to be taken into consideration 
We have mentioned this as a “simple" arbitrage opera- 
tion, and m practice, arbitrage is not always so straight- 
forward For mstance, it is possible that, m the above 
illustration, as the London dealer is on the pomt of selling 
his Reichsmarks the latter come on offer, and he is unable 
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to tindo this side of the transaction at the rate anticipated. 
In a few moments a call from Zurich may come through, 
and by operatmg m Reichsmarks against Swiss Francs he 
completes the sale at the desired pnce and uncovers the 
Swiss Franc equivalent m London without loss 
Arbitrage transactions can, of course, be conducted from ^ 
London with two foreign centres simultaneously without 
covering m the London market, as professional operators 
are usually prepared to quote most exchanges agamst any 
currency m which there is an active market By far the 
greater proportion of deals done m London with Europe, 
however, are agamst sterhng 

Among the banking influences there is one other 
factor, which is perhaps the most important of all in view 
of its far-reaching effects on the principal European 
and American exchanges, that is, the bankers' investments 
m bills 

Bankers' Investments m Bills. 

As far as London banks are concerned, bills of exchange 
form one of the principal items on the assets side of their 
Balance Sheets The bills are an admirable liquid security, 
and the reason they are in favour with the bankers is, that 
they may be held in proportions to mature at certain 
fixed dates convenient for the cash requirements of the 
banks 

^ ■' An examination of the contents of a London banker’s 
portfolio would reveal two classes of bills, {a) those ansing 
from the purely internal transactions, (6) those emanating 
from the foreign trade of the country The first class is 
well known to those engaged in the home trade of the 
country A merchant may receive from a customer in 
payment of goods an acceptance at, say, three months’ 
date, and if he and the acceptor be in good repute, the 
banker will discount the bill for a small charge, place it 
in the bank’s portfolio, and there it will remain until 
matunty, since it rarely, if ever, happens that a British 
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banker re-discounts such paper. The second class embodies 
those bills drawn from abroad on this country and accepted 
here by London or other Bntish firms When completed 
the bills are sold to the bankers, who hold them m the 
same way as the other bills 

Now while British bankers in London invest in bills 
payable in this country, they are generally averse from 
holding bills payable on other European centres some 
even go a step further, and refuse to have anything to do 
with paper beanng the names of acceptors whose principal 
place of business is abroad, or the major part of whose 
assets are not available in Great Britain 

The bills in which the London bankers invest, once they 
find their way into the bankers' portfolio, can have very 
httle effect on the foreign exchanges, but the case is 
different where foreign bankers are concerned They, 
for vanous reasons, are content to risk funds m the pur- 
chase of what are, to them, foreign bills, and at most 
periods of the year they hold an assortment of bills on all 
the principal European centres 

, Their operations may be divided into two sections, 
'*(1) the investment in bills as a means of attracting gold to 
the country in which the bankers are domiciled, (2) invest- 
ments in bills for the purpose of obtaining an interest 
3 neld higher than can be had if bills on their own country 
are purchased 

As regards the first class, the reader will readily under- 
stand the power conferred on the holder of bills drawn on 
one or other of the gold centres assuming the bills to be 
payable in London, if the bankers of the foreign nation 
resolve to draw gold from us to replenish their reserves, 
nothing IS more simple than to send the bills to London 
and sell them on the market in exchange for cash With 
the money gold may then be purchased on the open market 
in London The gold is then packed and shipped to the 
countiy that formerly held the bills As an alternative, the 
bills may be sent here for encashment at maturity, and 
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fimds then withdrawn from London , and, as we have seen, 
it does not always follow that the rate of exchange is against 
London when gold is withdrawn from us 
As a matter of fact, a number of central banks m various 
countries are now specially empowered to mvest a propor- 
-"tion of their assets m foreign bills, both as part cover for 
their note issues and as a ready means to influence the 
foreign exchanges m their favour when the need arises 
Among countries empowered to hold foreign bills as 
cover for the note issue of their central banks, are Austria, 
France, Germany, Greece, Italy, Czechoslovakia, and the 
Netherlands The system of holdmg " gold bills," that 
is, bills of exchange on gold standard countnes, has such 
obvious advantages, that when there is a general return 
to the gold standard, it will doubtless become general m 
course of tune For example, given a well-organized 
discount market on any foreign centre, should exchange 
with that centre become unfavourable to the country 
holdmg the bills, it is a comparatively simple matter to 
send the bills there to be discounted, and then to draw the 
resultmg funds, or, alternatively, to utihze them m settle- 
ment of mdebtedness to the creditor country Thus the 
exchange may be mfluenced m favour of the debtor country, 
and equihbnum be agam restored 
The foreign mvestment m London bills m order to obtain 
a high rate of mterest is more of an ordinary commercial 
bankmg operation The operations axe usually seen when 
the rate of discount for first-class paper is higher in London 
than m the foreign centre If the market rate of dis- 
count here is 4 per cent, and m Berlm or Pans 3 per cent, 
bankers on the Contmental markets will at once seek to 
obtam the higher yield on their funds by makmg purchases 
of bills on the London market The foreign banker m this 
case takes the place of the London banker as a discounter, 
but m the converse case Bntish bankers show no mclma- 
tion to occupy the Frenchman’s or German’s position It 
seems to be the golden rule m London to refram from 
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embarking funds m the purchase of Contmental bills, no 
matter how attractive the rate of return For mstance, 
if the market quotation here is 2 per cent, and in Paris 
3 per cent, the reader may look m vam for large British 
investments m bills on France. 

Apart from the higher interest, the chance of making a 
little extra profit on the exchange is always an attraction 
for the foreign dealer*^ Although the bills are said to be 
for investment, yet, if the banker sees a favourable oppor- 
tunity, he is quite ready to dispose of them, and m some 
cases, notably where the rate of interest in London falls 
before the bill has matured, it may suit him to realize his 
profit by selhng the paper at once It will be apparent 
to the reader that we are referring to the purchase of 
three months’ bills, or, in the language of the market, 
long exchange A concrete case will elucidate this 
matter 

In a previous chapter we saw how the long and short 
rates were calculated, and by an apphcation of the rules 
there given we can show how the dealer makes his profit 

If the cheque rate, Geneva on London, be quoted about 
Fes. 25 17, the long rate for bills on London will be approx- 
imately Fes 24 92, since if we are m the foreign centre 
where currency is quoted in foreign units to the pound 
sterling, mterest at the London rate is deducted from the 
short quotation (say, 25 17 minus three months’ mterest 
at 4 per cent 24 92), showmg that less is paid for a 
three months’ bill than for one payable on demand At 
this rate a three months' bill for £100, Geneva on London, 
would cost Fes 2,492, and if we assume that during the 
tenor of the bill there is no alteration m the cheque rate, 
Geneva on London, at matunty the Swiss banker could 
sell it as a cheque, or sight biH, at the short quotation, 
say, Fes 25 17 to £1, and thus net twenty-five francs as 
his profit, or, as we prefer to call it, mterest on his ongmal 
outlay at the rate of 4 per cent per annum for three months 
In comparison with this, Swiss bills held over the same 
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penod would show 1 per cent less, as the rate was only 
3 per cent per annum 

There is, however, an element of uncertainty about 
the quotations, which to the more cautious Bntish bankers, 
makes the operation savour of speculation There is just 
the chance that the cheque rate may alter a point or two, 
or the rate of interest in London change For example, 
when the bill fell due, our Swiss fnend might find short 
exchange quoted at Fes 25 14, and all the bill would fetch 
on the market would he Fes 2,514, which hnngs his 
interest down to 3 13 per cent On the other hand, if 
the short rate goes up before the maturity of the bill, 
the return increases proportionately When Continental 
exchanges are low and London mterest rates high, there 
IS thus an mducement for the foreigners to invest in our 
bills The prospect of higher interest, plus a chance 
profit on the exchange is obviously an incentive to those 
bankers wilhng to take the nsk, and long years of dealing 
have demonstrated that they are fairly safe in bujnng 
bills under the conditions indicated Only in exceptional 
curcumstances will the quotations fall considerably , in 
ordinary times, in fact, the chances are against rates going 
below export speae pomt, and, appreciating this, the 
bankers rest secure in the hope that a slight nse in the 
rates may occur, and so enhance their profits 

This, then, is why, when our interest rates are above 
those ruhng in foreign centres, and the exchanges on those 
countnes are low, a heavy investment demand for bills 
sets in from the Continental banking and finance houses 

The manner in which these operations afiect the exchange 
with London is rather a long story , therefore, it will be 
convenient to discuss the subject m the next chapter m 
connection with Bank Rate and market rate of discount 
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BANK RATE AND MARKET RATE OF DISCOUNT IN CONNECTION 
WITH THE FLUCTUATIONS IN THE FOREIGN EXCHANGES — 
THE PRE-WAR AND POST-WAR POSITION— THE AMALGA- 
MATION OF THE GOVERNMENT CURRENCY NOTES ISSUE 
WITH THE NOTE ISSUE OF THE BANK OF ENGLAND— 
CONDITIONS ANTECEDENT AND SUBSEQUENT TO THE 
SUSPENSION OF THE GOLD STANDARD IN GREAT BRITAIN 
— ^THE government’s EXCHANGE EQUALIZATION FUND 

In the previous chapter we laid no special emphasis on the 
fact that in the purchasing of bills on London it is the market 
rate of discount which is taken into account by the foreign 
dealers, and one imagines the student’s saying, " Why is 
it that the Bank of England Rate is not utilized in the 
calculation?’' 

Bank Rate. 

The reason is this In most of these transactions, the 
foreign banks buy only first class bills, and if at any time 
It becomes necessary to turn the bills into cash, they will 
be discounted on the London market at the lower rate, 
which IS invariably the market rate '■'Bank Rate, which 
IS the Bank of England’s minimum rate for discounting 
bills, IS usually a trifle higher than the market quotation , 
not because the Bank declines to discount, since in practice 
bills will generally be discounted for its clients at about 
the same rates as can be procured on the open market, 
but because the Bank of England is the custodian of the 
nation’s principal gold reserve, and its minimum rate is 
based on the greater or less need there is to protect this 
reserve from the inroads which may be made into it We 
have seen how these encroachments are possible, when 
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foreign bankers sell the bills they have previously pur- 
chased on the London market On the other hand, the 
joint stock banks, the bill-brokers, and the discount houses, 
are not at present under the liability to keep large tangible 
gold reserves , consequently they are able to work on lower 
rates ' Nevertheless, they are all more or less dependent 
on the Bank of England, and the premier institution is 
usually in the position to exert its influence when needful 
How this is done is best seen by examining the effect of an 
increase in Bank Rate upon the other operators in the market 
, In the first place, it should be borne in mind that the / 
Bank of England allows no interest on money deposited * 
with it , the joint stock banks for their part, allow interest 
on funds deposited ivith them for fixed penods, while the 
colonial and foreign branch banks, bill-brokers, discount 
houses, and the like, pay a rather higher rate of mterest 
than the joint stock banks 

There are other rates of mterest m the money market 
which bear a direct relation to Bank Rate, ^ but the three 
Me haie enumerated are sufficient for our purpose 

As most people are aware, the bill-brokers work on 
capital borrowed from the joint stock banks, which also' 
lend large sums to the Stock Exchange on similar terms 
to those govermng loans to the bill-brokers and discount 
houses, namely, at call or short notice “^The amount lent 
out in this way is that obtained by the banks from cus- 
tomers’ deposits, and whenever the Bank Rate is raised, 
the interest allowed by the joint stock banks also nses 
If, then, the banks are obliged to pay more interest to their 
clients who deposit funds for \arying penods, it is only 
natural that they should exact the difference from the dealers 
to whom they lend their surplus cash' The incidence of this 
charge will finally be shifted by the brokers on to the persons 
for whom they discount bills, much in the same way as taxa- 
tion on commodities is shifted on to the consumer 

In practice the process does not always work out so 

‘ Cf The London Money Market by W F Spalding (Rtman) 

II — (B 1 ^ 25 ) 
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smoothly, and it is then that the Bank of England resort** 
to other expedients 

When gold is leaving the country, and further exports 
of the metal are threatened, it sometimes happens that the 
market rate of discount does not respond to the increase 
in the Bank’s official minimum the Bank of England 
then takes steps to compel the other interests to follow 
Its lead, simply by stopping, or limiting the supplies of 
loanable capitJil which are available for bill discounters, 
stockbrokers, and other borrowers on the short loan fund 
of the London money market There are vanous ways 
of doing this, but in principle they all come to the same 
thing that is, the Bank of England by deplenishing the 
amount of loanable capital on the money market, forces 
the ]omt stock banks to call m the loans from the brokers 
The market is then said to be in want of money, or, to use 
a colloquialism, “ in the Bank ” There will be difficulty 
m selling bills of exchange, or in borrowing on secunties, 
and as at such periods most financiers consider it advisable 
to increase their stock of money, they will call in all the 
loans they conveniently can The banks, for their part, 
feel it incumbent upon them to hold less securities and more 
cash, consequently the brokers and discount houses are 
for the moment at the end of their tether As all else has 
failed, they are practically obliged to go to the Bank of 
England for assistance The Bank then supplies them with 
funds by discounting short bills, with not more than fifteen 
days to run, and by lendmg them amounts of money against 
the deposit of satisfactory secunty , as the Bank insists 
on borrowers taking these loans at a fixed rate of inteiest 
for a week, a more or less effective control is exercised over 
the market for the time being 

In such circumstances, the Bank of England is able to 
exact suitable rates, and as the borrowers are made to 
pay a higher price for accommodation, the natural sequence^ 
IS for the market rate of discount to go up, as the bill-' 
brokers are pretty sure to recoup themselves for the 
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additional cost of the funds which they employ in the 
market However, m 1915 there was an instance of tins 
manipulation of the London money market, without an 
increase in the Bank Rate During the second week in 
March, 1915, the Bank of England’s gold reserve, although 
large, was m danger of having calls made upon it owing 
to the huge purchases of war matenal by this countr}' 
from neutral states, and with the low discount rates ruling 
there is no doubt gold would soon have left the country 
in large quantities 'immediate action was therefore taken 
to effect a scarcity of money here, and so by causing higher 
interest rates, make it more profitable to leave money for 
emplo 5 nnent in London than to draw it away to foreign 
countnes In the case under discussion the Bank of 
England and the cleanng banks were jointly concerned 
in the operation of reducing the existing credits on the 
market The Bank of England took large sums of money 
off the market, and the joint stock banks called in their 
loans to brokers Then when the bill-brokers required 
to borrow again, higher rates were exacted for loans at 
call, and the result was seen in a sharp nse in the value 
of short money, to which discount rates quickly responded 

The inter-connection of Bank Rate and market rate 
now being apparent, it is easy to see how closely the Bank 
Rate is allied with the question of foreign exchange The 
higher the interest rates ruling in London are above those 
in the foreign centre, the greater will be the investments 
m bills from Continental bankers, and, what is perhaps 
more important, the less incentive will there be for foreigners 
to send long bills to London for discounting As every 
foreign purchase of paper means the provision of funds, 
the outflow of gold will be checked, and the exchanges 
turned in our favour 

The Continental investment in bills on London may 
continue for some time, more or less spasmodically, it is 
true, until exchange rates nse, or until there is an influx 
of gold into London Then we see the reverse action with 
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exchange nsmg and interest or discount rates low here, 
the foreign banlcers generally realize their holdings of 
London bills, and almost immediately the exchange drops 
or the rise is checked, and gold imports cease 
Movements in our Banlc Rate are always closely 
noted abroad, and the following comment, brought to 
the author’s notice as this chapter was bemg wntten, 
IS interesting, as showing how thoroughly the Americans 
are in accord with Goschen’s expression of the theory 
" Much IS said of the influence on the rate of exchange 
and on the flow of gold, of the Bank of England 
discount rate If the Bank of England, because of too 
rapidly expanding loans or because of depletion of 
reserves, raises its rate of discount, being followed m 
this move by the other English banks, its doing so has a 
tendency to lower the rate of exchange in England on 
the United States and other countries, and to raise the 
rate in the United States and elsewhere on England 
It has this effect because the increased interest m Eng- 
land tempts to investment there rather than in the 
United States English banks are more likely to invest 
current funds at home, and may even draw on debtor 
banlis in the United States and other countnes 
American and other banks may be tempted to make 
short term loans in England or to hold, or to have held 
until maturity, long bills which they would otherwise 
have immediately discounted This holding of drafts 
until maturity will compel them to buy more drafts 
on England than otherwise would be necessary, in order 
to maintain their usual balances The general result of a 
high discount rate in England is, therefore, a high rate of , 
exchange on and a flow of gold to England Similarly, a 
sharp rise in the discount rate in New York would tend to 
produce elsewhere a high rate of exchange on New York, 
and would tend to cause a flow of gold to New York ^ 

» Infernaitonal Trade and Exchange, H G Brown (New York), 
page 134 
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From a consideration of these facts, we are able to appre- 
ciate the intimate connection a change in the l^ank Rate 
has with the movements of foreign exchange "the effect 
of raising the Rate, and the subsequent manipulation of 
the money market, is to create an artificial scarcity of 
money and at the same time cause a depreciation in the 
value of bills of exchange on the London market A fall 
in the pnce of bills attracts investors from abroad, and as 
the result of their purchases of paper, an adverse exchange 
IS turned into a favourable one — using the word in its 
widest sense Indeed, the ultimate outcome of dealings 
of any magmtude, is to draw gold from the foreign centres 
to London, and without entenng into the question whether 
or not the accumulation of huge gold reserves is the fetish 
that some cavillers claim it to be, we have always before 
our eyes the mdisputable fact that normally when the 
Central Reserve is adequate the monetary position of the 
country is more satisfactory 
We need not go further into the question here, but suffi- 
cient has been said to enable the reader to understand 
that, other things being equal, the adjustment of interest 
rates in practice aids and abets, or rather brings into being 
the compensatory influence of the investment business in 
bills of exchange, a business which is so well known to 
those who watch the monetary movements, that its action 
has come to be regarded as a sort of pendulum of the foreign 
exchanges it steadies the fluctuations and exercises a most 
powerful effect on the import and export of gold 
Apart from the benefits said to accrue from the mam- 
pulation of the Bank Rate of discount as a corrective to 
an unfavourable exchange, the economic effects of a toov 
frequent alteration in rates have sometimes been called inf 
question, so perhaps an extract from the First Intenml 
Report of the Committee on Currency and Foreign 
Exchange, of January, 1918, may be of mterest 
In the course of their Report, the Committee said— 

" Smce the passing of the Act of 1844 (Bank Charter 
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Act), there has been a great development of the cheque 
system. The essence of that system is that purchasmg 
power IS largely in the form of bank deposits operated 
upon by cheque, legal tender money bemg required only for 
the purpose of reserves held by the banks agamst those 
deposits, and for actual pubhc circulation m connection 
with the payment of wages and retail transactions The 
provisions of the Act of 1844 as apphed to that system 
have operated both to correct unfavourable exchanges 
and to check undue expansion of credit 

" When the exchanges were favourable, gold flowed 
freely into this country, and an mcrease of legal tender 
money accompanied the development of trade When 
the balance of trade was unfavourable and the exchanges 
were adverse, it became profitable to export gold ' The 
would-be exporter bought his gold from the Bank of 
England and paid for it by a cheque on his account 
The Bank obtained the gold from the Issue Department 
m exchange for notes taken out of its bankmg reserve, 
with the result that its liabilities to depositors and its 
bankmg reserve were reduced by an equal amount, and 
the ratio of reserve to habihties consequently fell If 
the process were repeated sufficiently often to reduce 
the ratio m a degree considered dangerous, the Bank 
raised its rate of discount The raismg of the discount 
rate had the immediate effect of retaining money here 
which would otherwise have been remitted abroad and 
of attracting remittances from abroad to take advantage 
of the higher rate, thus checkmg the outflow of gold 
and even reversing the stream 

“ If the adverse condition of the exchanges was due 
not merely to seasonal fluctuations, but to circumstances 
tending to create a permanently adverse trade balance, 
it IS obvious that the procedure above described would 
not have been sufficient It would have resulted m the 
creation of a volume of short-dated mdebtedness to 
foreign countries which would have been m the end 
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disastrous to our credit and the position of London as 
the j&nancial centre of the world But the raising of 
the Bank’s discount rate and the steps taken to make 
it effective m the market necessarily led to a general 
rise of mterest rates and a restnction of credit New 
enterpnses were, therefore, postponed, and the demand 
for constructional materials and other capital goods was 
lessened The consequent slackenmg of employment 
also dimmished the demand for consumable goods, while 
holders of stocks of commodities carried largely with 
borrowed money, bemg confronted with an increase of 
interest charges, if not with actual dif&culty m renewmg 
loans, and with the prospect of f allin g prices, tended to 
press their goods on a weak market The result was a 
dechne m general prices m the home market which, by 
checking imports and stimulatmg exports, corrected the 
adverse trade balance which was the primary cause of 
the difficulty 

“ When apart from a foreign dram of gold, credit at 
home threatened to become unduly expanded, the old 
currency system tended to restram the expansion and 
to prevent the consequent rise m domestic prices which 
ultimately causes such a dram The expansion of credit, 
by forcmg up prices, mvolves an mcreased demand for 
legal tender currency both from the banks, m order to 
mamtam their normal proportion of cash to liabilities, 
and from the general pubhc for the pa3unent of wages 
and for retail transactions In this case also the demand 
for such currency fell upon the reserve of the Bank of 
England, and the Bank was, therefore, obhged to raise 
Its rate of discount m order to prevent the fall m pro- 
portion of that reserve to its habihties The same rTiam 
of consequences as we have ]ust described followed, and 
speculative trade activity was similarly restramed'^lhere 
was, therefore, an automatic machmery by which the 
volume of purchasmg power m this country was con- 
tmuously adjusted to world prices of commodities m 
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general. Domestic prices were automatically regulated 
so as to prevent excessive imports , and the creation of 
banking credit was so controlled that bankmg could be 
safely permitted a freedom from State mterference which 
would not have been possible under a less ngid currency 
system 

“ Under these arrangements this country was provided 
with a complete and effective gold standard The essence 
of such a standard is that notes must always stand at 
absolute parity with gold corns of equivalent face value, 
and that both notes and gold corns stand at absolute 
parity with gold bullion When these conditions are 
fulfilled, the foreign exchange rates with all countries 
possessmg an effective gold standard are mamtamed at 
or withm the gold specie points ” ^ 

We have said that the economic effects of a too frequent 
alteration in Bank Rate has sometimes been called in 
question, but as Sir Charles Addis (a Director of the Bank 
of England) said in an address to the Institute of Bankers, 
London, m the Bank Rate, whether for a rise or fall, we 
have an instrument whose efficiency for ultimately 
producing the financial result remains unimpaired by any- 
thing that has happened during or smce the Great War 
They are not without groimds, he said, for their behef 
who hold more strongly than ever that m the suppleness 
of the Bank Rate lies its chief virtue, and that its efficacy, 
especially in the way of prevention, would be increased to 
the great advantage of the community if it were more 
frequently and, above all, more promptly apphed There 
IS a sentimental prejudice against changes m the Bank 
Rate which has no real economic justification In any 
case, the disadvantages attaching to frequent changes m 
Bank Rate are as dust m the balance when weighed agamst 
the supreme advantage to trade of comparative stability 
of prices 

1 Cf pars 2 to 7 of " First Interim Report of Cunliffe Committee 
on Currency and Foreign Exchanges after the War " 
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Certainly, until comparatively recently, there seemed to 
be no disposition to make frequent or sudden changes m 
Bank of England Rate A rate of 4 J per cent was, m fact, 
mamtained from 21st April, 1927, to 7th February, 1929 
No one, of course, could have envisaged the pass to which 
the country would be brought by September, 1931 Fur- 
ther, with the amalgamation of the Government’s Currency 
Notes with the Bank of England’s note issue, our monetary 
and exchange barometer seemed set fair Then the cur- 
rency system of Great Britain under the Gold Standard 
Act of 1925, which placed the country on the Gold Bulhon 
Standard, as far as the foreign exchanges are concerned, 
was workmg much the same as the pre-war system did 
Gold was freely available for export, for under the Act 
the Bank of England was bound to sell to any person who 
made a demand at the head office of the Bank durmg 
business hours, and paid the purchase pnce m legal tender, 
gold bulhon at the pnce of £3 17s lOJd per ounce troy of 
gold of the standard fineness prescnbed for gold com by 
the Comage Act of 1870, though only m the form of bars 
approximately 400 oz troy of fine gold 

Currency and Bank Notes Act, 1928 
The Act giving efiect to the amalgamation of the Govern- 
ment's currency note issue with that of the Bank of Eng- 
land received Royal Assent on July 2, 1928 It is an 
important measure, both from the pomt of the currency 
system of the country and from that of the future effect 
on the foreign exchanges , and as the Westmmster Bank 
said, m a review of the Act, its nature and object cannot be 
too widely appreciated These may best be learned from 
a study of the speech m which Mr Arthur Michael Samuel, 
MP, Fmancial Secretary to the Treasury, moved the 
second readmg of the Bill which was precursory to the Act, 
in the House of Commons The speech is such a rlear 
and lucid exposition, that it is desurable that all students 
should follow it closely as a fittmg adjunct to this chapter 
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We, therefore, reproduce it, with certain emendations of 
wording made by Mr Samuel for the sake of additional 
clarity 

Mr Samuel said — 

This Bill proposes, in accordance with the policy laid doivn 
by my right hon friend, the Chancellor of the Exchequer, in 
his Budget speech, to give effect to tlie long foreshadowed 
amalgamation of the Treasury currency note with the Bank 
of England note The House will not wish that I should trace 
at any length the past history of our note issues ->'The House 
IS aware that the Bank of England note issue, for seventy 
years before the war, from 1844 to 1914, was governed by the 
provisions of Peel's Bank Charter Act of 1844 The basic 
effect of that Act was that it established a fixed fiduciary issue, 
beyond which no notes could be issued except in exchange for 
gold With the outbreak of war, however, face to face as we 
were with a catastrophe and difficulties of unforeseeable 
magnitude, it was necessary for us to abandon, and, as time 
has proved, fortunately only temporarily, some of the most 
vital principles of the 1844 Act May I refer to some of the 
vital principles which had to be abandoned ? 

' In the first place, the paper currency, which in England and 
Wales was limited, up to the outbreak of war, to Bank of 
England notes of £5 and upwards, was, at the outbreak of 
war, supplemented by an issue of £1 and 10s currency notes 
There was no statutory regulation as to the amount of the 
issue , nor was there any statutory provision as to the gold 
reserves to be held against those currency notes * Secondly, 
power was given to the Treasury to suspend temporarily the 
fiduciary limit of the Bank of England note issue The gold 
standard itself was maintamed in operation until tlie end of 
the war But, in the meantime, gold movements were so 
hampered, and tlie world market in gold so disordered, that 
the gold standard had ceased to work In 1919 the export 
of gold was prohibited , that prohibition was continued until 
1925 But it had been all along the policy of His Majesty's 
Government to restore the whole organization of credit — an 
organization which had been temporarily impaired by the 
war — at the earliest possible moment 

The action of my right hon friend, the Chancellor of the 
Exchequer, brought us back to gold in 1925^by the Gold 
Standard Act It now only remains for^usTo take the final 
administrative step which he foreshadowed in 1925 , we, 
therefore, propose to amalgamate the Treasury currency note 
issue with the Bank of England note issue I will, later on 
m my remarks, if the House will grant me its patience, say a 
few words upon the clauses of the Bill, and the manner m 
winch provision is to be made for variations in the tides of 
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commerce But, perhaps, it might be acceptable to the House 
if I Mere to turn aside for a moment and endeavour to answer 
a question -winch may possibly nse to the minds of hon 
Members It may be asked, why not leave the Treasury note 
as it IS, or, if not, why amalgamate it with tlie Bank of 
England note issue ? I ivill try to give the reasons why 
the Treasury notes are to be handed over to the Bank of 
England 

The e-vistmg system of our paper currency is the outcome 
of the emergency of 1914 But certain wide powers then 
given bj' Parliament to the Treasury are no longer used The 
Treasurj' was empowered by law to issue and control the 
Treasury currency notes As a matter of fact, only the Bank 
of England issues these notes, and they can only be obtained 
by drawing upon a deposit at the Bank of England There 
was an alternative method, wluch was nccessarj^ at the crisis 
in the earlv part of the war, namely, that of direct advances 
from the Treasury to banks That method, however, soon 
fell mto abeyance, and in 1919 was abrogated 
Ihen, again, the Treasury Minute of December, 1919, 
limited the fiduciarj issue of Treasury' notes in accordance 
wath tlie recommendations of tlie Cunhffc Committee Thus 
the actual maximum fiduciary issue reached one year became 
the allowed maximum for the next Tins was avowedly a 
transitory measure Consequently the law governing tlie 
currency notes was unsatisfactory in itself, although the 
practice was good and sound As neither the law nor the 
practice has any claim to remam permanent, we seek to 
regularize the position, and therefore brmg in this Bill 
There are further reasons As I have already explained. 
Treasury currency notes can only be obtained by draivmg on 
deposits at the Bank of England For that reason the posi- 
tion IS that the regulation of the volume of the currency has 
been dependent upon — and solely dependent upon — ^the regula- 
tion of credit Now the regulation of credit has rested with 
the Bank of England It must rest wnth the Bank of Eng- 
land, and w'lll continue to rest wnth the Bank of England 
The Bill merely proceeds to the logical conclusion It places 
the legal responsibility for the note issue where the actual 
responsibility already lies, and must continue to he, with the 
Bank of England, because the Bank of England controls credit 
Even in 1844 the desirability of central control over the note 
issue was recognized If hon Members ^vlll turn to the speech 
of Sir Robert Peel on 6th May, 1844, they will see that this 
desirabihty of placing the note issue under the control of a 
central bank was dealt with on tliat occasion I derived great 
pleasure myself last week from re-reading that Bank Charter 
Debate when tliinking out my speech for to-day It was 
recognized, as I say, as long ago as 1844, that the note issue 
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should be in the hands of a central bank, and one may say 
that the Bank of England was the first of all central banlcs 

Since the American ciisis of 1907, this principle of central 
control has been more widely accepted, and the Amencan 
Federal Reserve Act, 1913, was based upon that principle 
Since then, too, we have had the Brussels Conference of 1920 
and the Genoa Conference of 1922 Both of these conferences 
emphasized the desirability of placing tlie control of currency 
and credit in the hands of central banks Both recommended 
that central banks should be made completely independent of 
political interference This Bill recognizes tliose pnnciples 
Before I pass from the reasons why we are entrusting the 
Treasury currency note issue to the Bank of England, I hope 
the House will give me permission to read a passage out of the 
Bank Charter speech of Sir Robert Peel — one of the most 
remarkable speeches ever delivered in the House of Commons 
He said on 6th May, 1844 — ^there had been negotiations on the 
subject then under discussion, with the Bank of England — 

"I must, in justice to the gentlemen who have conducted 
negotiations on the part of the Bank, namely, tlie governor 
and deputy-governor, declare that I never saw men influenced 
by more disinterested or by more pubhc-spirited motives than 
they have evinced through our communications with them 
They have reconciled their duties as managers of a great 
mstitution, bound to consult the interests of the proprietors, 
with enlightened and comprehensive views of the public 
interest " 

Although nearly a century has elapsed smce those words 
were spoken, there have been occasions time after time which 
have proved their complete truth No man who has studied 
the economic development of Britain during the nmeteenth 
century can have failed to notice the position which the Bank 
of England has established for itself in the respect of the nation 
The country is very proud of tlie Bank of England It is with 
complete confidence that His Majesty’s Government have 
decided by this Bill to entrust the management of the currency 
note issue to it 

But while the Bank of England must assume responsibility 
for the currency. Parliament, m legislating, as it is now, on 
the subject of currency, lays down the principles which will 
guide the Bank of England in carrying out its duties One 
such principle is absolutely beyond all dispute Convertibility 
into gold in accordance with the Gold Standard Act, 1925, 
must be maintained The credit policy of the Bank must 
always be governed by this obligation This principle is 
essential 

Circumstances to-day, m relation to note issues, are in 
several respects "very different from those which obtained during 
the period of seventy years up to the outbreak of war The 
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fiduciary issue of the Bank of England, which is even now 
only 3^19,750,000, could hardly have remained so low as it 
did dunng the seventy years before the war but for the 
extension of the use of the cheque The efiect of the enormous 
economic and financial expansion of the country upon the 
active circulation of bank notes was ofiset by the growth of 
tlie use of the cheque But it is not certain ihat the need for 
an increase in currency will always be met so adequately by 
other developments of banlang metliods 

A further new circumstance is tins It is now generally 
recognized that no country can either absorb, or set free, gold 
for monetary purposes, without affecting its neighbours A 
ngidlj' fixed note issue, therefore, might fetter tiie Bank of 
England in a manner mconsistent with the resolutions adopted 
at tile Genoa Conference in 1922 We are keeping the resolu- 
tions of the Genoa Conference well m mind, together with the 
two considerations of natural alterations in the currency needs 
of the community, and the adaptation of our reserve limits 
to the state of the world markets in gold and gold currency 

Consequently, provision is made in the Bill for variations m 
the fiduciary issue, either downward or upward, by the action 
of the Treasurj^ at the instance of the Bank By variation 
upward I mean, of course, expansion, and by vanation dovm- 
ward I mean reduction Variations downward are authorized 
because they may be needed to enable the country to absorb 
an abnormal inflow of gold without the evils of an excessive 
expansion of credit It ivill be autiionzed, under the Bill, to 
vary downward by permission of the Treasury acting at the 
instance of the Bank of England, and the Treasury can impose 
limits as to extent and penod Variations upward of the 
fiduciary issue cannot be authorized for more than six months 
at a time, and they cannot be renewed to cover a total period 
of more than two years, without the direct authority of Parlia- 
ment To sum up, the existing emergency system has lasted 
long enough It will make way m future under this Bill for 
a fixed fiduciary issue vanable upward only on good cause by 
the Bank and the Treasury acting in unison The ultimate 
word will rest with Parliament In tins manner we seek to 
obtam the advantages -without incurrmg the dangers of 
elasticity 

I have dealt with the transfer of the legal responsibility for 
the note issue to the Bank of England and the provision for 
a fixed fiduciarj^ issue, subject to vanation, by the joint action 
of the Bank and the Treasury May I now proceed to explam 
the clauses of the Bill ? ^ 

At the present time, the Bank of England has no power to 
issue notes of a smaller denommation than £5 Clause 1 
empouere the Bank to issue notes of ;£! and 10s and 
bank notes legal tender for all payments in England and Wales 
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instead of only for payments of £5 and over It also makes 
the ;fl and 10s notes legal lender in Scotland and Northern 
Ireland as well as in Bngland and Wales Subsection (3) 
provides that so long as the Gold Standard Act remains in 
operation, the new notes for and 10s shall be legal tender 
in payments by the Bank itself The Gold Standard Act 
relieved the Bank from any obligation to pay m gold coin, but 
required it to sell gold bullion at the comage price In order 
that that arrangement may continue m force, the Bank must 
have the same right to pay its depositors and creditors in its 
own notes as it now has to pay them in currency notes 

Clause 2, which is probably the most difiScult clause m the 
Bill to explain, defines the future fiduciary note issue and fixes 
it at ;^260,000,000 This ;^260,000,000 is amved at in this 
way Following the recommendations of the Cunliffe Report, 
the Treasuiy has fixed the actual maximum of 1927 to be the 
permitted maximum fiduciary issue of currency notes for 1928 
The maximum of 1927 was ;^244 94 millions To that should 
be added the Bank of England fiduciary note issue of 19 75 
millions The total is thus';^264 69 millions The amount of 
our currency notes in use in the Insh Free State is estimated, 
roughly, at ;^6,000,000 The Free State is about to replace 
our notes by an issue of Free State notes , therefore, ;^6,000,000 
should be deducted from our total That reduces our total to 
;^258 69 millions, which has been rounded up to ;^260,000,000, 
the figure in the Bill The clause proceeds to give power to 
the Treasury, at the request of the Bank, to reduce the fiduciary 
issue In Clause 8 power is given to increase the fiduciary 
issue 

Clause 3 deals with the cover for the fiduciary issue It 
requiies the Bank to hold securities m tlie Issue Department 
sufficient to cover the fiduciary issue Up to a limit of 

500,000 it allows silver com, which has for some years been 
held in the Currency Note Account, to be held as a security 
The limit is fixed with reference to the amount of silver now 
held by the Currency Note Redemption Account The figure 
has come down from ^^7,000,000 to /5,500,000, and is in course 
of reduction, which will contmue Clause 4 provides for the 
transfer to the Bank of the responsibility for the currency 
notes outstanding on the appointed day Clause 5 provides 
for the transfer of the securities held against the outstandmg 
notes As the securities held in the Currency Note Redemp- 
tion Account exceed by a good margin the value of notes 
outstanding, provision is made for the disposal of the balance 
The clause directs that the surplus securities be realized and 
the proceeds, estimated at 3,200,000, paid into the Exchequer 
in conformity with the announcement made by my right hon 
friend, the Chancellor of the Exchequer, in his Budget speech 

Clause 6 provides that the whole profits of the issue, both 
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the proSts oa the nevr /I and 10s. notes and the profits on 
the notes for £5 and np^Kaids issued by the Bank of England, 
shall accrue to the State. In Clatise S povrer is given to increase 
the fiduaary note issue. Clause S (3) pro\'ides that — 

“ Any minute of the Trersnry authorizing an mcrease of 
"Sie fiduciary note issue ... shall be laid forthvnth before 
both Houses of Pcrliament.’* 

The tetaainmg clauses, except Clause II, deal nith sub- 
sidi-xy matters Clause 11 has been framed for the purpose 
of ensurmg tne concentration of the gold resem-es of the coimtry 
in the hands of the Bank of England. The danse enables the 
Bank to buy conpulsonlv any holdiug of gold com or bullion 
in excess of TlO 00?, vrith the important excepuoa of gold 
** winch IS t-.'n fc^ held for immediate export or which is 
f 'r-* Jiir reqpured for mdustn^I purposes." This exception is 
devised, to leave the rctivities of the London bullion market 
entirely untorched. 

Such, tie the provisions of the Bill It returns to the prm- 
cip’es of the Bank Act of 1314, but by the use of methods 
more adjustable to the needs of change and development. 
Tne whole essence of the Bill is recognition of the importance 
of providrag the nation with an adequate volume of currency 
and of mamtainmg its value stable ^o State can exist an^ 
remtun solvent, and least of all a State like ours which depends 
for Its livelihood upon overseas trade, without a safe, stable 
currency The measuring rod of commerce must be stable 
In our case the measuring rod is the pound s^rling, which has 
already been Lnkeo. to gold bv the Gold Standard Act of 1925 
It h-ts howe\-er, been pro\ed that tiie mtemal drcuktion of 
^Id cons IS m these umes both unnecessarv and wasteful 
ims BJI therefore wdl lay down for lie Bank of England 
limits and sadegcards subject to which it mav issue notes to 
replace and represent gold corns for internal circulation The 
return to gold nas teen a potent factor in the restoration of 
Bnosh interarnoaal credit. JTarked thouga it has been by 
economic jolts and jerks, the return to gold has, on the whole, 
b^. oeneSaal to us. It is evident on all sides mat the trade 
of the countrv is uow sreadilv and surely on the upward grade. 
It needs a stable currency m support of it. The restoration 
o. the national wealth destroyed by the war, and lie re-filUno- 
oy^ savirgs of the reserv om of cap.tal, so indispensable to 
mdustnal reco\-erv, will be assisted bv the provisions of fchi« 
mfi. folloivmg or the return to gold * I can, therefore, with 
conficerce, recommsrd its favourable acceptance by the House. 

^ It only remains to be added that the Currency and Bank 
Notes Act, 192S, was brought into force on 22nd November, 
192S and on that date the new Bank of England notes 
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for £1 and 10s were put into circulation The transfer of 
the British Treasury’s Issue to the Bank of England was 
skilfully accomplished, and even the keenest cntics could 
discover no hiatus ^ 

With the accomplishment of this momentous step, it was 
considered that somethmg like finality m bringing back the 
country to the Gold Standard had been reached For two or 
three years, indeed, the new system worked well, and, but 
for the world cnsis that mtervened, a near approach to the 
pre-war conditions would have been achieved However, 
as Mr Samuel said, no country can either absorb or set 
free gold for monetary purposes without affectmg its 
neighbours, and had Great Bntam's efforts to mamtam a 
free gold market been supported by other nations durmg 
the dismal months of 1931 it is possible that she would 
have been able to contmue on the Gold Bullion Standard 
Other countries, however, drew heavily on London's funds 
and took gold, with what results we may now see 

To be precise, it was on 21st September, 1931, that this 
country, after a struggle against an abnormal combination 
of forces announced to the world the suspension of gold 
payments The story of the stages by which the strain 
on London reached intolerable hmits has been told and 
re-told, and the whole position was ably summanzed by 
the Chairman of/dne of our great banks ^ m a speech in 
which he said'^he catastrophic fall m commodity pnces, 
the proportionate aggravation of debt burdens, and all 
fixed contractual obligations, the consequent development 
of the need, startmg m Central Europe and spreading north, 
south, east, and west of country after country to repatnate 
the resources held on their behalf by London, the great 

^ For a full description of the method by which the amal^mation 
of the note issues was accomplished, and the effect on the 
of England and the London Money and Discount markete, see 1 he 
London Money Matket, by W F Spalding (Sir Isaac Pitman « 

Sons, Ltd ) . „ , T — 

® The Hon Rupert E Beckett, Westminster Bank, 27th January, 

1932 
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banking centre of the world , the birth of realization abroad 
that London, hvmg by international trade, and short-term 
debtor to the world, was vulnerable to the abnormal econo- 
mic forces, the fostenng of nervousness among London’s 
creditors by foreign propaganda, the disclosure by the 
reports of successive Government Committees of weaknesses 
m the monetary position and of a large prospective budget 
deficit — all these developments, supenmposmg distrust of 
the pound sterlmg upon our short-term creditors’ need for 
cash at home, merged mto a tide so formidable that neither 
the formation of a National Government and the balancing 
of the Budget, nor the assistance of New York and Pans 
m furnishing the Bntish Treasury and the Bank of England 
with large credits, could prevent the pound sterling from 
bemg swept from its gold moorings 
Let us examme bnefly the factors to which this banker 
refers m his summary of the position of Great Bntam 
In the first place, it may be taken as axiomatic that 
the p rimary conditions that induce favourable exchange s 
a re a balanced bud get a nd a satis f actory balance of trade 
In 1931 Great Britain had neither of these desiderata 
Pnor to the autumn of 1931 she had mdulged in a huge 
expenditure on social and other services, and had shown 
but httle disposition to put the brake on, though it was 
plain to all thmking persons that the country was spendmg 
more than she was receivmg In a word, we had spent and 
not counted the spendmg, and, as a result, our country was 
faced m 1931 with a huge estimated budgetary deficit of 
some £120,000,000 What had not been appreciated was 
that, for some years, smce 1920, our balance of payments 
had been growmg steadily worse Imports were largely m 
excess of exports, and added to this, the invisible trade 
balance upon which we had hitherto depended to square 
our position had heavily dechned For the three years, 
1928-30, in fact, the state of Great Britam’s finances had 
been growmg steadily worse the adverse balance in the 
visible trade of the country, that is, the excess of imports 

ii— (B iSas) 
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over exports, m that penod had increased by some 
;^30,000,000, while m the invisible items the loss was around 
^69,000,000. Our net credit balance on external transac- 
tions had been dimmished, therefore, by the large total 
of ;^99,000,000 An exammation of the position by the 
Macmillan and May Committees revealed the unpalatable 
truth that, possibly for the first time in its history. Great 
Bntam would have a balance of payments against her. 
Instead of being a creditor on income account, she would 
be a debtor 

As a matter of fact, in February, 1932, the Chancellor 
of the Exchequer gave convincing figures in regard to 
Great Britain’s balance of trade, or, more properly, the 
balance of payments He showed that there are three sets 
of figures in question those of the imports of merchandise, 
those of the exports of merchandise, and the figures of the 
invisible exports Invisible exports compnse the income 
of the United Kingdom from shipping, the income from 
foreign investments, the receipts from interest on short- 
term loans, commissions, and other sundry items The 
calculation is made by deducting the value of the imports, 
leavmg a surplus against which is set off the value of the 
invisible exports 

By taking the statistics of the two years 1929 and 1931, 
we get an eloquent illustration of how rapid and how 
disastrous had been our descent from a creditor to a debtor 
basis In 1929 the value of the United Kingdom’s imports 
over exports was ^^382,000,000 The value of the invisible 
exports was ;^482, 000,000, leavmg a favourable surplus of 
exactly 100,000,000 In 1931 the surplus of imports over 
exports was ;f409,000,000, but our invisible imports were 
only £296,000,000, thus leaving an adverse balance against 
the country of 113,000,000 In two years, therefore, the 
balance of trade had moved agamst us to the extent of 
£200,000,000 

/ This, however, is not the whole story, since the value 
in the prices of imports fell off far more than the values 
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of the exports In order, therefore, to make a proper com- 
panson, the figures of 1929 must be valued at the prices 
of 1931, from winch it appears that, while the imports 
remained practically stationary' for two years, the volume 
of the exports, declmed by nearly 38 per cent The dis- 
quietmg fact was that the diminution in the invisible 
exports amoimted to no less than ;£186,000,000, nearly 
the whole of the difference 

What were the steps taken to deal vu th this unsatisfac- 
t ory position in t he_autumn-of 1931,? By ruthless economy 
and the heavy increase m taxation and other self-sacnficing 
measures m which the whole country was called upon to 
participate, budgetary equihbnum was assured But the 
cnsis had gone too far, and the vital fact in the history 
of 1931 was that the brealang-point had arrived “^Super- 
human efforts were made to stem the tide and to mamtam 
the gold standard m Great Britain In an endeavour to 
support the rates of exchange between London and the 
principal gold centres of the world, huge credits, givmg 
the^coun^,, power to draw, on other countnes, were 
arr^ged They failed m their purpose The times and 
circumstances were against Great Bntam In normal times, 
rehef from the strain might have been to soine^,gxtent 
obtained by caUmg in balances from our creditors, since 
London for some tune previously had been leiidmg Ger- 
many and other impovenshed states m Central Europe 
money on short-term account Yet, when the need came, 
mstead of bemg able to bnng these fimds back to London, 
m the same way as bankers call m their short-term loans 
from the London money market, when requiring to meet 
expectant calls. Great Bntam found herself faced with 
def aultmg creditofTon all.si^^"~^ 

TEenimn cause of this state of affairs was the cnsis of 
first-rate magnitude which had supervened in Austna . 
Ger many, I^gary, and elsewhere Large bankmg mstitu- 
tiohs in Central~]Europe'''got mto difficulties and had to 
close their doors This engendered nervousness m other 
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countnes more fortunately situated, France, the Nether- 
lands, Belgium, Switzerland, to name only a few, com- 
menced to withdraw their floatmg balances from London, 
and, as is usual in critical periods, the movement gained 
impetus with the progression of time 
Our own central mstitution, the Bank of England, made 
heroic efforts to impart confidence and to stem the tide 
of adverse exchange by utilizing the gold corrective, that 
is by ship pmg gold to vanous centres In July, 1931, over 
;£30,000,000 of gold was released by the Bank for export 
Then, on 23rd July, the Bank' s r at£ of discount was raised 
from^^, per cent to 3| per cent, but without effect On 
30th July, 1931, a father increase m Bank Rate to 4^ pe r 
cent was made, and, shortly af terwardsf mi "exchan ge credit 
of ^5 0,000 ,000 was arranged with Pans and New York — 
;^25,000,000 in each centre Later, TheTBritishUo^mment 
itself negotiated a credit for £80,000,000 with France^ and 
the United States of Amenca, 6ut all to no purpose Gold 
continued to flow from the Bank of England, and by the 
third week of September, 1931, so heavy had the dram 
become, that the Bank's stock o f th e metal _was_reduced 
by £40,000,000 No nation could stand such demands and 
yet continue to maintam gold payments Just how great 
was the strain will be reahzed when we say that in the 
two months, 20th July to 20th September, 1931, which 
was the acute period of the crisis, the grand total of the 
withdrawal of funds from England was £200,000,000 
Dunng all this time anxious deliberations had been 
takmg place between the Government and the Bank of 
England, but even when it became known on 19th and 20th 
September, 1931, that the British Treasury, the Bank of 
England and the pnncipal bankers of London were m con- 
ference, the country, much less the world, was hardly pre- 
pared for the worst Even so, those m the City of London, 
who had appreciated the extreme gravity of the situation, 
could not have been much surpnsed when they opened 
their morning papers on Monday, 21st September, 1931, 
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'to find that the Government had decided to suspend Sect 2 
of the Gold Standard Act of 1925, which required the 
Bank of England to sell gold at the fixed pnce of 77s 10 Jd 
per standard ounce m bars of approximately 400 oz troy 
of fine gold Thus was the Gold Standard suspended m 
Great Bntam, and, to make assurance doubly sure, the 
Bank of England raised its discount rate to 6 per cent 
These were stem measures, yet, as the Chairman of the 
Westmmster Bank pomted out, criticism was made abroad 
that, by a bolder bankmg policy, and by the sterner use 
of the Bank Rate weapon, the pound sterlmg might have 
been saved, and the comments of the banker m question 
are to the pomt He said — 

I do not believe that such cnticism has any validity Indeed, 
it seems certain that to have raised the Bank Rate to an 
emergency figure would have been to make a useless and wholly 
ineffective gesture A steep increase m the rate would have 
accentuated the nervousness already apparent among foreign 
creditors, -whilst any fresh balances attracted would have been 
so precanously held as to serve no useful purpose In my judg- 
ment, what has been called -the “gold crisis” anses m a large 
measure from the fact that gold has been required to fuMl 
a purpose for which it was never designed Gold is a token 
of exchange , it is an mtemational counter, accepted by nations 
as a standard, -through which variations m the quantity and 
value of goods and services passing from coun-try to coun-try 
can be adjusted Gold should, there fore, be the mstrument 
of commercg It_sho uld not b e regarded'as" a coMWHoHi^pf 
c offimerc e , yet in these post-war^ears," naSonsTEave tended 
so to -treat it In effect, country A says to country B "You 
owe me many millions , please pay, but I w ill not take payments 
m goods — ^indeed, I ha\e erected tariff banners on purpose 
to prevent your goods from coming into my coun-try I will 
not take your paper or your proimses to pay, because I do 
not thmk they are good enough, so you must give me the 
only other means of payment which you have, namely, gold 
itself " Obviously, if this process were made to settle mter- 
national war debts and reparations m gold, the stocks of the 
metal would be entirely insufficient for the purpose, and if 
there were gold m sufficient abundance, then I anticipate that 
gold itself would depreciate m value 

Th e Bank Rate._as_we hav e.smd-jwas rmsgd tojijnpx rent 
on 21st September J93U It was mamtamed at that level 
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unjbJJjBjULJB2JDruaiy^X932, when easier monetar}^ conditions 

and a more stable course of exchange with the prmcipal 

monetary centres on London made it safe to reduce the 

rate to 5 . „per cei^t Since then, with the betterment of 

the financial position of the country, further reductions 

were made, the alterations being — 

\ On 10th JIarch, 1932, to 4 per cent 
I „ 17th ^larch, 1932, to SJ per cent 
\ „ 21st April, 1^32, to 3 per cent 
I 12th May, 1932, to 2^ per cent 
1 „ 30th June, 1932, to 2 per cent 

The consequences of Great Britain's departure from the 
Gold Standard have, of course, been far-reaqhmg As indica- 
tive of how closely rehant were other nations on London, 
the mteniational monetary centre of the world, Ve may 
]ust bnefly say that country after country, after wandering 
m the wilderness of inquiry m an endeavour to surmount 
the effects of the world cnsis, have had wiUy-mlly to follow 
Great Britam, and on e afte r another they have suspended 
the Gold Standard TE^f^unTTo ihe Gold Standard by 
Gr^’^EntamT m 1925 was the signal for the pnncipal 
countnes of the world to do hkewise, and one after another 
they gradually returned to something like the full Gold 
Standard With the suspension of the Gold Standard by 
Great Bntam m 1931, the pendulum swung the other way, 
and so great was the slough of despond into which world 
trade and finance had sunk that the departure from gold 
has been almost universal In fact, it may be said that 
there are now only two countries truly on the Gold Standard 
— France and the United States of Amenca 

It is, perhaps, a dismal comment on the workmgs of 
currency systems descnbed so far in this book to say that 
our own monetary system is not now an entirely unmanaged 
one From what we have said about the raising of credits, 
it will have been plain to the reader that the value of 
sterling with reference to the Amencan dollar, and, to a 
less extent, the French franc, had been mamtained to a 
great extent by deliberate action of the Bank of England, 
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through the utihzation of the drawing powers arising from 
these credits However, it is some satisfaction to note that 
the whole of the credits were promptly repaid to France and 
the United States We may, therefore, conclude this mordi- 
nately long chapter by reference to an mterestmg innovation 
made by the British Government mats determmation to keep 
the exchanges at a stable level '^In his Budget Statement 
made on 19th April, 1932, the Chancellor of the Exchequer, 
Mr Neville Chamberlam, made the momentous announce- 
ment that the Government were settmg up an Exchang e 
E qualization A ccounL at the Bank o f England There had 
been m existence in connection with the credits we have 
mentioned earher a dollar exchange reservej|Lccount In 
that account there remamed some £25,000,006fand this was 
taken as the nucleus of the new Exchange Equalization 
Account Further powers were taken to borrow up to 
150,000,000, as required, thus bringing the new fund to 
be utilized in support of sterlmg exchange up to ^^175 ,000,000 
The position that made this step necessary was, bnefly, 
this In the early part of 1932 the exchange position of 
Great Bntam had been one of some difficulty Mainly as 
the result of loss of confidence abroad, there had been large 
accumulations of hquid capital, and a subsequent flow of 
funds to this country The effect of the transfer of this 
liquid capital to London exercised a disturbing effect upon 
the exchanges, particularly upon sterlmg exchange, which 
is no longer hnked to gold Smce Great Bntam had been 
so successful m repaymg the credits which were raised 
abroad m 1931, and m balancmg the national accoxmts, 
the tide of liquid capital had been setting very strongly 
towards our shores, and, m the absence of any steps to 
safeguard ourselves, it might have given nse to dangerous 
developments No one could say with certamty that the 
ebb might not set in and money begm to flow the other way 
The Government decided, then, that to avoid violent and 
penlous fluctuations m our currency, especially those due 
to speculative operations, and to enable Great Bntam to 
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function elfectively as the mam international centre of the 
world, certain steps were necessary ^"itjwas^coiisidejed 
es^tiaLfor the country_^to_hold adequ^^reserves of gold 
a nd forei gn exchanges to eMble i t to meet any sudden 
w ithdraA^'^f’s HoH^d^^^ capit^ an d tcT chec k^andTr^l 
spepulatoe-jQiovementr7^The'”settmg-up^ of the Jixchahge 
Equahzation Account at the Bank of England was for 
this purpose 

In the first instance, no details were published of the 
assets to be held in this account , it was stated that they 
may comprise gold, sterling securities, or foreign exchange 
There is no secret as to the primary use of the funds Mr 
Chamberlain made it clear that there is no intention tc 
peg exchange, or to link sterhng to the gold dollar at any 
particular level, yet there is no doubt that the assets will 
be used to keep the exchange value of sterling in due 
bounds with the gold monetary units of, say, France and 
America For instance, on signs of any continued appre- 
c iation m exchan ge hkely to react to the disadvantage of 
Great Britain, dollars would be purchased in sufficient 
quantity to bring down the rate If the pound sterling 
depreciated too far, exchange operations would be con- 
ducted in the reverse direction , dollars or other exchange 
would be sold The whole question is somewhat technical 
in character, but the student should realize that, by a 
careful handling of the opposing forces of demand and 
supply, an endeavour will be made to keep exchange at 
somethmg approaching the point of equilibrium, until it 
becomes plain at what level stabilization can be effected, 
whether de facto or de jure need not be discussed Let it ’ 
suffice to say that, by means of the funds held, the Govern- 
ment, through its agent, the Bank of England, has an 
effective weapon with which to circumvent the activity of 
foreign speculators It is now able to check any unwanted 
inflow of foreign capital, and, should occasion arise, can 
prevent the outflow of money from the country In the 
absence of such a weapon, the well-being of the country 
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would be exposed to sudden exchange fluctuations, to 
which, in theory, there are no hmits With the Exchange 
Equahzation Fund in existence, the Government has an 
effective defence against such dangers, and it iviU be an 
mteresting study for readers of this book to follow the 
money articles m the daily press, and endeavour to see 
how the exchange value of the pound sterling is mam- 
tamed until the great day comes when stabilization is 
attempted 

As a matter of fact, smce the above hnes were wntten, 
a very effective use has been made of the Exchange 
Equahzation Fund In the case of several of the European 
countries, the past few years have ivitnessed a flight from 
local currencies to sterhng To check a too sudden and 
extended rise in the value of sterhng, the foreign currencies 
have been heavily purchased from time to time '^ore than 
once London, m fact, has been m danger of becoming too 
large a receptacle for the world’s short term floatmg funds, 
so the Exchange Equahzation Fund was utilized to pre- 
serve an equihbnum between a flight to the pound sterhng 
and a flight from it 

The Exchange Equahzation Fund has proved to be of 
great ntflity It undoubtedly saved Amencan dollars from 
a bad collapse m 1933, and since then has been used on 
many occasions to support the value of the franc, and so 
prevent too great a flow of unwanted short-term capital 
to the London market In practice the fund has proved to 
be far more efficacious than exchange restrictions, and m 
view of the necessity for making the fullest possible use of 
the power it gives, the Government mcreased it m May, 
1933, by £200,000,000 to £ 375,000,000 

Experience m the workmg of the Exchange Equalization 
Fund has proved that m the hands of the Government it 
IS a very effective weapon agamst exchange speculators, 
and Its importance has been demonstrated by the fact that 
several other nations have copied the example of Great 
Bntam m settmg up such funds 
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On the 25th June, 1937, it was announced by the 
Chancellor of the Exchequer that the Fund was to be 
increased by a further £200,000,000 to / 575f00Q.00 0. and 
the reason for the increase was dealt with at length when 
the resolution for this increase was moved m the House 
of Commons on 28th June 

Whilst emphasizing the need for secrecy with regard to 
the current operation of the Account, the conclusion was 
reached that there would be no harm m liftmg the veil of 
secrecy by mdicating at a date after the event the amount 
of gold and all other assets held by the account every six 
months, the information made public being three months 
m arrear It is proposed henceforth to publish at the end 
of June and December the position at the end of the pre- 
cedmg March or the precedmg September In accordance 
with the proposal, it was stated that the gold held m the 
Exchange Account on 30th March, 1937, was 26,674,000 
fine ounces and the amount held m the Issue Department 
of the Bank of England on the same date was 73,842,000 
fine ounces, making a total of 100,516,000 fine ounces 

On 30th December, 1937, the British Treasury 
announced that the gold held in the account on 30th 
September, 1937, was 39,854,000 fine ounces, and that 
held in the Issue Department of the Bank of England was 
76,843,000 fine ounces The total amount was 116,697,000 
fine ounces, which at £7 per ounce would represent m round 
figures, ;£81 5,000,000 If the gold held on 30th March, 
1937, was taken at the same price its value would have 
been 703, 61 2,000, so the increase between March and 
September, 1937, was ;fl 13,267,000 
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EXCHANGE RESTRICTIONS AND CLEARING 
AGREEMENTS 

From exchange equahzation to exchange restnction is 
perhaps not a very wide jump A short survey of the 
subject will not, therefore, be out of place at this stage of 
our inquiry 

Happily, exchange restnctions are unknown in the United 
Kingdom, though unfortunately they have of late years 
become the hete noire of those engaged m the oversea trade 
of the United Kmgdom, who, on one hand, are constantly 
beset with difficulties m obtammg payment for theur exports 
to foreign countries and^ on the other, are often harassed 
m findmg the wherewithal to make the required remittance 
m payment of foreign imports to this country 
The imposition of exchange restrictions is the outcome 
of a diversity of factors Though usually ascnbed to 
mabihty to procure the necessary amount of foreign 
exchange for the payment of external obligations, they 
arise m the first mstance from fear for the exchange value 
of the currency m those countnes, which, even eighteen 
years after the War, are still haunted by memones of 
uncontrolled mflation or by the apprehension of a flight of 
capital '^'Uver- valuation of the currency, of which there 
have been so many examples m recent years, is frequently 
the cause of such fears, and though, as Mr Runcunan 
pomted out m a speech m the House of Commons on 
15th July, 1936, m this country there are no such fears, 
in other countnes they have been constantly present smce 
1931 It is more or less correct to say that such countnes, 
havmg no currency that can be freely exported, are dnven 
back upon kmds of barter trade of greater or less ngidity, 
the extension of exchange restnctions is also due to 
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the endeavour of countnes to protect themselves from 
other nations which have first instituted exchange restric- 
tions, or, as one writer has said, to make sure that they are 
not left behmd m the race 

, Clearing agreements Mr Runciman regards as the 
modem sophisticated form of barter, their object bemg 
to get over exchange restrictions or to secure a balance 
of payments Presumably, he was recogmzmg the difference 
between exchange agreements and exchange clearing 
schemes, though he did not emphasize the fact , but it is 
a point of some importance to note that traders in the 
respective countnes are not necessarily obhged to make 
use of an exchange agreement '•'When a cleanng arrange- 
ment, however, is m force, importers and exporters m both 
countries are compelled to malce use of it, whether they 
hke it or not Payments mto the clearing account are 
made by importers on one hand, and it is on the clearing 
account that the exporter has to rely for payment on the 
other 

Whether or not cleanng agreements are designed for 
circumventing exchange agreements and restnctions, the 
fact remains that most nations claim that their object is \ 
the development of trade with other countnes, and that 
they go some way towards the achievement of this desire 
IS probably true Other cleanng agreements are quite 
obviously negotiated for the purpose of secunng payment 
of outstanding indebtedness - Behmd all, however, there is 
a certain goal for which each of the interested nations is ^ 
striving, though few will admit it, and that is to secure a 
favourable balance of payments, and thus, by artificial 
means, influence the foreign exchanges in their favour 
Mr Runciman clearly recognized that fact, for he stated 
the British Government believed that payments could only 
be made to balance by artificial means at a lower level of 
trade all round This country, in self-defence, has been 
compelled to resort to clearings, or agreements m the nature 
of clearmgs, in the case of countnes having exchange 
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restnctions where it was essential to secure the hquidation 
of outstanding commercial debts and to provide more 
hopeful conditions for modem trade 
w-^he cnticism economists have agamst clearmg agree- ‘ 
ments and the like is that they tend to dnve trade into 
unnatural and uneconomic channels, the idea being that 
a creditor country by becoming a party to a clearmg agree- 
ment, ceases to buy in the best market Instead it tends 
to buy where it hopes either to sell or to collect outstandmg 
debts Such cnticism is clearly justifiable m many cases, 
but that Great Bntam is not altogether influenced by these 
considerations is plain, and the President of the Board of 
Trade was at some pains to show that the Bntish import 
market, which is by far the best m the world, has been 
kept open for the goods not of one nation but of all nations 
on fair and equal terms through these difiicult years He 
admitted that the control of the market for the purpose of 
buymg from those who buy from us is a temptation to those 
who beheve that clearmgs really provide the foundation 
for a system of balanced trade Upon certain countnes 
and for a certam penod, he said, we can no doubt force a 
greater quantity of United Kmgdom goods, but the Bntish 
Government did not believe that such a policy of force 
would prosper for long It would lead to the impovensh- 
ment of Great Bntain's customers and of third parties m 
whose prospenty this country is mterested, and eventually 
to a fall m our own oversea trade The power of our great 
import market has been used, therefore, with great caution 
to promote the sales of our goods abroad rather than to 
compel artificially enhanced purchases 



CHAPTER XIV 

HERE THE READER ENTERS THE REALM OF CONTROVERSY 
ENGENDERED BY SUCH ECONOMIC DOCTRINES AS THE 
QUANTITY THEORY OF MONEY, THE PURCHASING POWER 
PARITY, AND THE EVIL INFLUENCE EXERCISED BY PAPER 
MONEY ON THE FOREIGN EXCHANGES, AND THEN PASSES 
BY GENTLE STEPS TO A CONSIDERATION OF THE STAB- 
ILIZATION OF THE PRINCIPAL CURRENCIES OF EUROPE 
AFTER THE GREAT WAR 

The reader with an argumentative turn of mind who has 
survived the rocks and shoals so far strewn over the course 
of the foreign exchanges, will probably find m this and the 
following pages something after his own heart That he 
will discover matenal for debate we do not doubt , but we 
dare even hope that he may be encouraged to thmk for 
himself, and so be led on to propound new theones with 
which to enhven the pages of future waters on currency 
and foreign exchanges 

The excuse, if excuse be needed, for mtroducing the 
problems underl 5 nng the quantity theory of money m this 
book IS that it has yet to be disproved True, there is no 
part of monetary science capable of so much misunder- 
standing, of so much controversy, or of so great difference 
of opinion , yet, so important is the theory, that a study of 
it IS well worth while 

In its simplest sense, the quantity theory affirms that 
the value of money vanes inversely with its quantity, or, 
to put it in another way, an mcrease in the monetary 
circulation causes a corresponding nse in the price level of 
commodities 

In endeavouring to propound this theoiy to students 
and busmess men, the author has always considered it 
advisable to treat money as a commodity , for money, as 1 
Marx says, is a " universal commodity ” It is really this ‘ 
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that gives it its peculiarity and its important part m 
economics Money, bemg a umversal commodity, may be 
at any moment converted mto any other concrete com- 
modity With a limited amount of money, whether of 
gold, silver, or paper, in circulation, its value will be 
correspondingly high — ^that is, its purchasing power will 
be extensive With every mcrease m the quantity of money 
put mto circulation its value wU decline , it will be exchange- 
able for fewer other commodities In the one case the pnce 
level of commodities will be low, m the other case high 

Money bemg a commodity, it ivill, in general, follow ^ 
exactly the same laws as those governing other commodities, i 
so perhaps a homely example may not be out of place 

In the early days of the War the humble potato was 
comparatively scarce, and the pnce of potatoes was high. 
Tom, Dick, and Harry were therefore encouraged to culti- 
vate allotments, and everyone who could use a spade or 
turn a clod of earth grew potatoes As a result, m due 
course the supply mcreased tremendously and the value 
of potatoes fell proportionately 

The commodity, money, follows much the same course 
At the commencement of the Great War there was m 
circulation a limited amoimt of money or money substitutes, 
the price of commodities was relatively stable, and vana- 
tions were mamly influenced by the ordmary laws of 
supply and demand The foreign exchanges, too, fluctuated 
withm comparatively narrow hmits, especially where the 
currency circulation, as m gold standard coimtnes, was 
well managed 

The exigencies of war, as we shall presently see, changed 
all that, and not only did the principal countries concerned 
lose all sense of proportion m their attempts to meet the 
currency demands of their nationals, but all the pre- 
conceived economic prmciples were thrown by the board, 
and all such doctnnes as the quantity theory were cast mto 
obhvion 

Great, however, as were the war currency problems, it 
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has Since become apparent that post-war problems have 
been even greater The quantity theory was put to the 
test, and, on the whole, we can safely state that its truth 
has been amply demonstrated The value of money does 
vary inversely with its quantity, though account has to be 
" taken of certam other phenomena. For 'one thing, the 
exact ratio of the variation cannot be fixed definitely 
What is called the “velocity" of circulation has to be 
considered The monetary supply may or may not be 
turned over quickly, or, agam, a certam proportion may 
be retained or hoarded by the populace, and this may to 
some extent obscure the workmg of the quantity theory 
Examples of this were seen in most of the belhgerent 
countries, and the United Kingdom was no exception to 
the rule, for on several occasions currency notes were 
hoarded Then, as one writer (de Bordes)^ has said, the 
connection between the monetary circulation and the pnce 
level was difficult to follow As he showed, an increase in 
the quantity of money m actual circulation could, and did 
take place, without any perceptible influence on the average 
price of goods Deposits in the hands of the banks, credit, 
amounts retained for pa3nnent of wages, the quantity of 
goods m circulation, all had to be taken into account, 
and investigations revealed the fact that the various 
elements mteracted the one on the other From a study of 
the various factors, it seems, therefore, that the quantity 
theory assumes the form that an increase m the average 
quantity of money in circulation will cause a corresponding 
increase in the average price of commodities, unless, as is 
probable, some modification takes place by the intervention 
of one or other of the factors we have enumerated Limits 
of space do not permit of our exammmg the workmg of the 
theory in detail, though we may say that mquines by 
economists have shown that it is impossible, with the 
available data, to arrive at any correct statistical proof of 
the workmg of the quantity theory In a general way, 
^The Attsirtan Crown, J van Waldre de Bordes, pp 157 el seq 
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however, the events of recent years have given eloquent 
testimony of the validity of the theory 
The purchasmg power parity theory of exchange, how- 
ever, is eveiT a' ihore contentious one, and, as Sir Henry 
Strakosch has said, the " violent deviations of the exchanges 
from their purchasmg power parity m recent years clearly 
demonstrate that it is unsafe to regard the theory as 
anythmg more than a statement of a tendency " 

The old economist, Ricardo, may be said to have dis- 
covered that there was a dose connection between the 
pnce level of commodities and the foreign exchanges 
But it was left for Professor G Cassel, of Sweden, to 
develop it dunng the Great War, and he has written at 
length on the theory of the purchasmg power parity 
We quote his own words — 

" What IS the prmcipal reason for a currency bemg in 
demand, and what effect has an alteration m the mtnnsic 
value of that currency upon the demand for the same ? 

Our wilhngness to pay a certam price for foreign 
money must ultimately and essentially be due to the 
fact that this money possesses a purchasmg power as 
agamst commodities and services m that foreign country 
On the other hand, when we offer so and so much of our 
own money, we are actually offermg a purchasmg power 
as agamst commodities and services m our own country 
Our valuation of a foreign currency in terms of our own, , 
therefore, mamly depends on the relative purchasmg 
power of the two cuixencies m their respective countnes 

The theory is of absorbmg mterest, though its practical 
apphcation is somewhat difficult to follow However, 
Professor Cassel’s examples of its workmg are apposite of 
present-day conditions He says — 

“ Given normal free trade between two countnes, A 
and B, a certam exchange rate will estabhsh itself 
between them, and apart from shght fluctuations, this 

^ Principles of Political Economy, pp 151 et seq 
13— {B 1525) 
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rate will remain unaltered so long as no variations take 
place m either of the currencies’ purchasing power, and 
no obstacles are placed in the way of trade Now, should 
an inflation of A's currency take place, and consequently 
its purchasing power be reduced, the value of A’s cur- 
rency in the country B will necessarily fall in like pro- 
portion Should at the same time B’s currency have 
undergone inflation and its puichasmg power have been 
reduced, clearly the valuation of A’s currency m B will, 
as a consequence, nse m a correspondmg degree If, for 
mstance, the inflation in A has reached the ratio of 320 
to 100 and the inflation m B the ratio of 240 to 100, the 
new exchange rate (taking the quotation of A’s currency 
in B’s currency) will be three-quarters of the old rate 
Thus the following rule \Vhen two currencies have I 
undergone mflation, the normal rate of exchange will be i 
equal to the old rate multiphed by the quotient of the ' 
degree of mflation m the one country and m the other 
There will naturally always be found deviations from this 
new normal rate, and durmg the transition period these 
deviations may be expected to be fairly wide. But the 
rate that has been calculated by the above method must 
be regarded as the new parity between the currencies, 
the point of balance towards which, in spite of all tem- 
porary fluctuations, the exchange lates will always tend 
This panty I call the purchasmg power parity " * 

The formula for calculatmg the purchasmg power panty 
IS simple, and a smgle example will suffice 
Let England and Geimany be the two countnes under 
review Given that the index number of England is at 68, 
and the mdex number of Germany at, say, 142, and the 
mmt par of exchange between England and Germany 20*43 
reichmarks to the £\, then the theoretical purchasmg panty 
of the reichsmark would be 

142 X 20 43 

— = 42 66 

68 

^ Money and Exchange offer 1914, Gustav Cassel, p 13S 
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The purchasing power parity is an uigenious theory, but 
m practice it does not work out quite so simply as imght 
be inferred For one thing, it pre-supposes free commercial 
intercourse between nations, and, as the reader may 
imagine, any mterference with the free passage of goods 
and commodities, the imposition of tariffs and customs 
dues, or a lag m demand and supply, will impede the true 
workmg of the purchasmg power panty Then, as is well 
known, hardly any^two countries have, the same method 
or basis for calculating their index numbers for com- 
modities, and this renders it difficult of application Specu- 
lation in foreign exchange, again, has been proved to upset" 
the working of the theory, and the foreign exchange market 
may be so completely doimnated by this speculation and sub- 
sequent movements of capital, that the rates of exchange 
ivill tend to move altogether mdependently from the 
purchasmg power panty, i e from the pnce levels 
The water to whom we have previously referred has 
proved by reference to the Austnan crown durmg the war 
penod and after, that, while there does exist a tendency for 
the rate of exchange and the pm chasing power panty to 
comcide, m cases of deviation between the two factors, 
sometimes the one and sometimes the other will prove the 
stronger * 

We have said that the purchasmg power panty has been 
termed a statement of a tendency Sir Henry Strakosch 
goes even further , he traces the influence of the human 
element, to wit, the almost overpowenng attraction of the 
cheapest market Therefore we cannot do better than 
quote his words He says — 

“ The purchasmg power panty should be looked upon 
merely as the centre of gravity towards which exchanges 


^Cf The Austnan Crown, J van Waldre de Bordes 
Fot examples of the “working of the purchasing power parity in 
Its theoretical and practical aspects, the reader is referred to the 
fecial article on the theory in "A DtcHonary of the World'i 
Ctmenctes Foreign Exchanges." by W F Spalding— London, 
Sir Isaac Pitman & Sons. Ltd e 
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tend to move because of the ever present desire of people 
to buy in the cheapest market. It is around this centre 
of gravity that the exchanges oscillate. In conditions 
of monetary and economic disequihbnum and of the 
many hmdrances to international trade, such as have 
prevailed m many countries smce the War, the forces 
causing these deviations are often far more powerful 
than the forces tendmg to dnve the exchanges to the 
centre of gravity ” ^ 

Now let us turn to an exammation of some of the effects 
of an unchecked issue of paper money 
Paper cuirency is one of those necessary evils which 
have been handed down to us from our forefathers Its 
ongm seems to be wrapped m obscunty, but there have 
been plenty of writers other than economists who have 
viewed with smgular foresight and misgivmg the whole- 
hearted way in which impecunious States have adopted it 
For mstance, in the drama of Faust, said to have been 
wntten about the end of the sixteenth century, the author 
makes the Devil the mventor of paper money It is but 
a satire, yet perfectly apphcable, but if Mephistopheles 
had stopped with the mvention of paper money, his work 
would have been only half done I In the light of the 
expenence of the past few yesirs, the reader may be mclmed 
to agree that, m the centres m which the printing press 
had taken the place of the Mint, and depreciated currency 
had in consequence become common, the supreme spirit 
of evil seemed to have gone a step further, and had taken 
possession of the mmds of those entrusted with the admmis- 
tration of public financial affairs 
We refer to the overwhelmmg issues of mconvertible , 
notes, and, what comes to practically the same thmg, the 
over-issue of notes without the necessary metalhc reserves — 
all are, in reahty, forced issues 
The effect of such issues, or, mdeed, of any emission of 
paper currency, is to dnve gold out of circulation, but the 
* Cf Foreword to The Austrian Ctoxvn, by Henry Strakosch 
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currency of the country does not depreciate, or, to put it 
another way, pnces of commodities do not begm to nse, 
until the paper exceeds the actual quantity of the metalhc 
currency which has been superseded When we get to 
that stage, pnces, generally speakmg, tend to nse in pro- 
portion to the increased issues, so that m course of time 
more money, m terms of the paper currency, will have to 
be given for the same articles which were previously 
purchaseable for a less sum of the metalhc currency , which 
IS equivalent to saymg that the currency of a country has | 
depreciated It is here we see the apphcation of the 
quantity theory, for the nse m the pnce level of commodities 
demonstrates that the value of money has vaned mversely 
with the quantity Cunously enough m the early stages 
of this depreciation, this does not affect a country’s foreign 
trade, for importers will still import foreign products, and 
although the creditor m the foreign centre will get no 
higher pnce for the goods, yet the importer will have to 
part with more of his notes to cover the premium upon the 
gold necessary for the remittance Exports also will com- 
mand ]ust the same pnce m the foreign country as they 
did before pnces rose m the exportmg country Thus, if m 
a coimtry with a depreciated paper currency the pnce of 
an article had nsen from £1 to £1 10s , and that article * 
was exported to a foreign centre, it would still be worth \ 
only £1, and yet exports would contmue, for the reason 
that m the foreign coimtrj'^ the currency not havmg depre- 
ciated, the exporter will receive payment m gold or silver 
as the case may be The metal can then be brought to the 
coimtry with the depreaated paper and exchanged for 
notes to cover the pnce and the extent of the premium — 
10 shill in gs — ^for bulhon will have nsen m the same pro- 
portion as other commodities It is therefore plain that 
gold, assummg it to be a gold standard country, is at a 
premium 

Although at first the depreciation of the currency does 
not affect the foreign trade of the country, it does affect ; 
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the foreign exchanges To explain this action, we may 
take the exchange between two countries, one with a 
full metallic currency, and the other wth a depreciated 
paper currency Suppose Germany to be the latter country , 
exchange on London would rise m proportion to the 
premium on gold m Germany, if the premium were 2 per 
cent , and the exchange M 20 40 to £ 1 , then a bill of 
exchange drawn m Berhn on London will be worth more 
than M 20 40, smce it is payable m gold m Great Bntam 
the bill of exchange will cost the German remitter M 20 40, 
plus the premium on gold, 2 per cent , equal to M 20 80^ 
to £\, meanmg that the person who has to purchase sterlmgl 
will have to surrender a greater amount of the native cur-» 
rency than he would if that currenc}'’ were not depreciated 
It follows that the rate of exchange is always against that 
country which mamtams a depreciated currency 

Several European nations, Italy, for example, had experi- 
enced considerable trouble with paper currency before the 
Great War, and practically all the States of South and 
Central America had been m the throes of a depreciated 
currency arising from the over-issue of inconvertible notes 
Their troubles, however, were but as dust m the balance as 
compared with the dire results of paper money issues 
dunng and after the Great War of 1914-1918 

Paper Money and the War. 

This history of paper money during the period in question 
IS both interesting and instructive There were vast 
emissions of notes, not only by the belligerent nations but 
by others, and it is almost axiomatic that where, owmg 
to the mcreasmg financial embarrassment, nations are 
compelled to have recourse to the creation of a forced 
paper currency, and that currency is not convertible mto 
gold, it IS sure to suffer considerable depreciation 

The effect on the foreign exchanges of the depreciated 
notes is easily perceived The exchanges are already 
adversely affected by the interference with the foreign 
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trade, and the advent of the inconvertible paper is merely 
a further disturbmg influence It accentuates the evils 
which already exist and its effect is that foreign creditors 
must either expressly stipulate for the settlement of their 
claims m gold, or, if payment be accepted m the depreciated 
medium, to avoid loss, traders must safeguard themselves 
by a proportionate nse m the exchange 

The full story of the contmual watenng of the currency 
and its adverse effects is told m many books that have smce 
been written, each deahng with the disastrous expenences 
of those countries that were too far sunk m the slough 
of despond to place a check on the output of paper notes 
To the patient student who is mterested enough to peruse 
them, they afford convmcmg proof of the correctness of 
the quantity theory of money 

It wiU be of interest to record the final results of 
unchecked issues of notes m three countnes Russia, 
Austria, and Germany 

Before the War the State Bank of Russia had the right 
to issue notes unbacked by gold to a hmit of 300 milhon 
roubles, and any additional emission had to be covered by 
gold, rouble for rouble Only m exceptional circ um stances, 
however, did the State Bank make use of its power to issue 
notes unbacked by gold The gold position of Russia was 
always a strong one On 1st January, 1914, for mstance, 
bank notes were secured by gold to the extent of 92 per 
cent and on 16th July, 1914, the eve of the declaration of 
war, the gold backmg to the notes was 92 2 per cent 
There were, m fact, 1,604 milhon roubles of gold m the 
State Bank of Russia, agamst a circulation of 1,633 milhon 
roubles of notes ^ 

Folloivmg on the declaration of war, however, the con- 
vertibihty of the notes mto gold was suspended, and the 
State Bank was given power to issue 1 2 milhard roubles 
of notes, wthout the obhgation to cover them ivith a 


^Cf Russian Cwrency and Banking, IQ14~\S2^. S S Katzen- 
eUenbaum. p 7 —London. P S King & Son, Ltd 
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reserve of gold. This was m addition to the 300 million 
roubles which the bank had the right to issue without a 
gold backing, so by the law of 27th July, 1914, the note 
issue not covered by a metalhc reserve was mcreased to 
1| milliard roubles Once she had embarked on the course 
of issmng inconvertible notes, Russia’s descent to financmg 
the war, and afterwards finding State revenue, by forced 
paper issues was rapid Conditions became worse under 
the Soviet regime, and by the end of October, 1918, the 
uncovered note issue of the State Bank had increased to 
50 milhard roubles. In May, 1924, it is estimated that 
there were in circulation m Russia notes to the value of 
740,236 millions, though it is probable that this total did 
not include many of the monetary tokens which appeared 
in the countiy from all directions Some idea of the growth 
of the paper issues is given by a Russian writer, who shows 
that, whereas m 1914 the notes were mcreased by 1,317 
million roubles, m 1923 the augmentation of the issues was 
176,505,500,000 million roubles. 

Needless to say, with the mcrease of the curculation of 
paper notes the value of the rouble depreciated remorse- 
lessly and the pnce of commodities rose to unprecedented 
levels From 1914 to 1922 it is recorded that the mdex 
of prices of commodities for the whole of Russia mcreased 
by 7196 9 per cent. Prices, m fact, m course of time even 
outstnpped the rate of increase of the note issue, and the 
depreciation was seen to become much faster than the 
advocates of the quantity theory had ever thought possible 

With the fall m the mtemal value of the rouble, rates 
of exchange with Russia, or the external value of the 
currency, quickly followed In September, 1914, the rate 
on London was 122 5 roubles for ;fl0, three years later it 
had fallen to 322 5 The next year the rate had again 
depreciated to about 650 roubles for ^flO, and by mid- 
summer, 1920, 10,000,000 roubles were exchanged iov£l0 
Depreciation continued apace, until roubles were practically 
worthless, for in October, 1923, the quotation m Moscow 
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was 5,040,000,000 roubles to the £l Finally, after getting 
back to a state of direct barter, a new currency system 
had to be established in Russia, and by stages something 
like an ordered monetary standard was built up 
The first step of importance was taken by the Soviet 
State Bank which, by a Decree m October, 1922, was 
authorized to issue notes in terms of a new currency called 
“Chervontsi” The decree laid down that 1 chervonetz 
should be the equivalent of 10 roubles of the former gold 
currency Then, accordmg to an order issued by the 
People’s Commissanat for Fmance, from 1st July, 1924, 
10 roubles were announced as being equal to 1 chervonetz 
and 100 copecks to 1 rouble, while in official calculations 
9 47 roubles were to be taken as the equivalent of £l 
sterlmg 

By December, 1935, operations were takmg place on the 
basis of 1 chervonetz = 30 francs 

On 1st March, 1936, a decree was again issued, under 
which the gold rouble of the Czanst currency was abolished, 
and in its place a new gold rouble, based on the French 
franc, at the rate of 3 francs = 1 rouble, or 24 89 roubles 
to the £1 sterlmg, was substituted On 28th October, 1936, 
followmg a devaluation of the French franc, it was an- 
nounced that currency transactions m the USSR were 
m future to be conducted at the rate of 1 rouble to 4^ 
French francs 

In October, 1937, the exchange quotation in London was 
about 26 24 roubles to £1 

The history of Austna's currency ills is somewhat similar, 
though only the bnefest account of it can be given here 

Pnor to the Great War, Austna's monetary unit, the 
krone, had been mamtamed at a satisfactory level with 
the currencies of gold standard countnes The system m 
vogue was the gold exchange standard Only a small 
amount of gold was m circulation, the prmcipal medium of 
exchange bemg the notes of the Austro-Hunganan Bank 
In January, 1913, the bank-note circulation stood at 
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2,644 million kronen, the average for the year being, 
approximately, 2,300 million kronen, to which must be added 
250 million kronen for the gold, silver, and subsidiaiy 
copper coins m circulation, the total monetary circulation 
thus bemg around 2,500 imlhon kronen By the end of 
1914 the bank-note circulation of the Austro-Hunganan 
empire had grown to 4,970 milhons, and as the krone con- 
tinued to depreciate, the whole of the metallic coins dis- 
appeared from circulation Subsequent years revealed a 
stupendous mcrease m the notes m circulation By the 
end of 1916, the total was around 10,782 milhons, and still 
the pace contmued michecked until, m December, 1918, 
the bank-note issue had reached 34,889 million kronen 

The Austro-Hunganan Bank was liquidated on 11th Sep- 
tember, 1919 At that date the note circulation of the bank 
was 44,464 million kronen, while the note circulation of the 
new Austnan Republic was 9,383 milhon kronen By the 
end of 1923 the total circulation of the Austrian Republic 
had grown to 7,125,755 milhon kronen, and at that penod 
the index number of the wholesale pnces for food alone 
had risen to 16,216 

With the mternal depreciation of the krone, following 
the wholesale pnntmg and emission of paper notes, it is 
not surpnsing to find the external value depreciatmg m an 
unprecedented degree The Amencan dollar quotation in 
Vienna in July, 1914, was 4 9535, by the end of 1918 the 
rate was 16 160, and by December, 1922, a quotation of 
70,025 was recorded From July to December, 1923, the 
rate was 70,760 

Dr Richard Reisch, a former Austnan Mmister of 
Finance, records that on 1st September, 1919, 1,000,000 
Austrian crowns were equal to $24,000 U S dollars , on 
1st September, 1920, their value was $4,167 , 1st Septem- 
ber, 1921, $908 , while by 31st December, 1922, the 
equivalent of 1,000,000 Austrian crowns had declmed to 
14 Amencan dollars He estimated further that the notes 
outstandmg rose from 31,000,000,000 crowns on 31st 
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December, 1920, to 174,000,000,000 crowns on 31st Decem- 
ber, 1921, and to 4,080,000,000,000 crowns on 31st Decem- 
ber, 1922, the purchasmg power of the crown and exchange 
rates movmg correspondmgly — ^the correlation being suffi- 
ciently high to satisfy even radical exponents of the 
quantity theory ^ 

Finally, the ffight from the Austrian crown was so great 
and contmuous that the Repubhc, m effect, was on a 
dollar exchange standard, and it was left to the League of 
Nations Committee to reorganize the finances of the 
Republic, and to work out for it a stable system of cur- 
rency and finance This was chiefly achieved by the 
granting of large credits by Great Bntam and other 
Powers, and eventually the way was paved for Austna to 
mtroduce, m December, 1923, a new monetary umt, the 
silver schilhng (divided mto 100 groschen), with a monetary 
value of 10,000 paper crowns The mtention was to adopt 
the silver schiUmg as a temporary expedient, but as m 
practice it proved to be a popular and useful unit, m 
December, 1924, the schilhng defimtely took the place of 
the old crown, and under the new law, the gold schilhng is 
provided for with a fine gold content of 0 21172086 gramme 

Germany’s mflation of her currency by the over-issue 
of mconvertible notes was amazmg, and, just as m the 
case of Austna, the " ffight " from the mark was pro- 
nounced 

Pnor to the Great War the gold standard was m full 
operation m Germany, and the gold mark was the unit of 
currency The note issue of the Empire m August, 1914, 
was computed to be approxnnately M 2,000,000,000, but 
as the War progressed, mflation of the currency by the 
issue of mconvertible notes was probably even more 
pronounced than m any other country m the world By 
December, 1914, notes m circulation totalled 5,046,000,000 
marks, and at the end of 1918 the total had reached 

^ European Currency and Finance Commission of Gold and Silver 
Inquiry, United States Senate 
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22.188.000. 000 marks , while issues of Treasury notes grew 
similarly, the total m December, 1918, bemg 10,465,600,000 
marks. The figures of the Reichbank’s note circulation by 
15th November, 1923, are almost mcomprehensible, the 
total circulation being 92,844,721,000,000,000,000 marks 
Commodity pnces rose enormously, and by October, 1923, 
the wholesale pnce mdex number had reached the high 
level of 709,483,656,000, or, to quote from the Report of 
the United States Commission on European Currency, 
something worth 1 mark m 1913 cost a decade later, 

5.095.000. 000 marks 

Subsequent developments are summanzed at the end of 
this chapter, here we need only say that m 1919, the 
Government had to face the fact that devaluation must be 
undertaken, and finally, after various devices had been 
tned, the annihilation of the value of the paper mark was 
completed by the estabhshment of the Renten Mark In 
October, 1923, a decree was passed which had for effect 
the establishment of the Rentenbank, with power to issue 
notes on the secunty of the whole of German production, 
mdustry, and trade The paper mark was devalued to 
one-tnllionth of its pre-war value (1 Renten mark = 

1.000. 000.000.000) Ultimately, as we shall see presently, 
a return to the gold standard was possible in August, 1924 

Rates of exchange durmg the inflationary penod reached 
unprecedented levels , the flight from the mark continued 
at such a pace that quotations m marks to the £1 and to the 
U S dollar moved up by leaps and bounds From 10,000 
marks to the £1, the rate moved up and up On one day 
m May, 1923, quotations were around 300,000 marks to 
the £1 and 60,000 to the U S doUar, and finafly, so fantastic 
had rates of exchange become, that even German nationals 
turned from the mark currency m despair, until finally the 
prmcipal money used m commerce comprised foreign bank 
notes, and until the Government took definite steps, m 
1923, to reform the currency, foreign bank notes took the 
place of other domestic money as mstruments of payment 
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We have wntten at length m order that the reader may 
appreciate the pass to which some of the great nations of 
the world were reduced by resortmg to paper money At 
first sight it may seem that we have laid too great stress on 
the evils of mconvertible paper issues, but to the student 
who has patience enough to pursue the mvestigation of the 
results, of which we have but touched the fnnge, we may 
say that he has an absorbmg study before him No penod 
m the world’s monetary and economic history has provided 
such a wealth of matenal for his edification Let us hope 
that nations have learnt the lesson and that future genera- 
tions may be saved from similar tnbulations 

Stabilization o£ Currencies. 

Havmg exammed the debacle m the exchanges ansmg 
out of the Great War, a short descnption of how the 
prmcipal countries resurrected their currencies from the 
slough of despond mto which they had sunk will be of 
interest 

First, let us be clear about the meanmg of stabilization 
Stabilization mdicates the act of fixmg the exchange value 
of a country’s currency at a particular level and keepuig it 
there Some countnes have achieved their object by throw- 
mg overboard the pre-war monetary standard and adoptmg 
a new monetary umt altogether Others have re-valued 
their currency by fixmg it at a discount with reference 
to the gold monetary units of Great Bntam and the United 
States This method of stabihzmg currencies at a fixed 
discount was the one generally recommended by the cur- 
rency experts, and pnncipally adopted by European coun- 
tnes There is no part of monetary economics on which 
there is more difference of opmion than the stabilization 
of currencies , but we need not spend time on the examina- 
tion of diverse views It will suffice to say that the state- 
ment on the subject made by one of the delegates to the 
Genoa Conference clearly estabhshed the fact that before 
the trade of the world can be fully restored there must be 
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established a general convertibihty of currency into gold or 
its equivalent — convertibihty of hquid assets lodged in the 
banks of a country maintaining a free gold market, 
and this involves revaluation of the currency What 
matters, it is held, is stabilization at a figure that can be 
maintained. 

In most countnes, the condition precedent to real stab- 
ihzation is what is termed de facto stabilization. De facto 
stabihzation should arise from the free play of economic 
forces A level at which it is expected the exchange value 
of the currency can be mamtamed naturally is agreed upon, 
and then a penod of trial or testmg at the new level is 
entered upon, during which tune the movements m ex- 
change, above and below the new parity with gold countnes 
whose monetary units are stable, is carefully watched In 
achievmg the desired object, resort is sometimes had to 
somethmg approachmg Government mamtenance or mani- 
pulation of exchange, which by degrees is withdrawn 
However, if after a more or less protracted waitmg penod, 
it IS found that exchange has found its equihbnum without 
undue mterference or support from Government, dc yure 
stabilization takes place That is to say, the exchange 
value of the new monetary unit is fixed by law, and, for 
better or worse, every endeavour is made to keep it at the 
legal ratio 

With these prelunmary observations, let us see how the 
prmcipal countnes have achieved stability 

France French currency reached its lowest pomt of 
exchange value on 21st July, 1926, when the quotation 
was 244 francs to £1 We need not here dilate on the 
vicissitudes of French exchange , suffice it to say that the 
advent of the Pomcar^ Mmistry m the autumn of 1926 
comcided with a change for the better m the monetary 
situation of France, and the country emerged from its 
troubles to enter upon a penod of de facto stabilization 
To accomphsh stabihty, the French Government adopted 
extra taxation and curtailed expenditure The floatmg 
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debt was also slowly but steadily curtailed Then, the 
Bank of France exercised a close control over exchange 
operations, and assisted m the maintenance of the exchange 
value of the franc by the use of its accumulated credits 
m foreign centres , these amounted to about £200,000,000 
The Bank also built up m readiness for de jure stabilization 
large reserves of its own From the commencement of 1927, 
exchange between Fans and London had been maintamed 
at around 124 francs to £1, and it was this rate which was 
used as a basis for devaluation of the currency Fmally, 
on 25th June, 1928, the French Stabilization Act was 
brought mto effect It fixed the new monetary unit, the 
franc, at 65 5 milhgrams of gold, 900 thousandths fine 
This gave the franc a content of 05895 gramme of fine 
gold, and the panty with London was equivalent to 
124 2134 francs to £1 

France adhered to this panty until the end of September, 
1936, when the exchange value of the franc had agam 
depreciated heavily After a vam endeavour to mamtam 
the exchange value of the franc at about 75 to £1, the 
Government was forced to announce on 26th September, 
1936, that provisional devaluation would agam take place , 
and on 1st October, 1936, the French Devaluation Bill was 
passed The gold value of the franc was fixed provisionally 
between the hmits of 43 and 49 milhgrams of gold, 0 900 
fine, as compared with its former gold value of 65 5 milh- 
grams Provision was also made for an Exchange Equaliza- 
tion Fund of 10,000,000,000 francs Following this de- 
valuation, the rate of exchange between London and Pans 
opened on 2nd October, 1936, at 103^ francs to the £1, the 
quotation later movmg to about 105 
Mainly as a result of this devaluation, an important step 
was taken A monetary agreement was entered mto be- 
tween the Governments of Great Bntam, the United States 
of America, and France, under which the three Govern- 
ments undertook to use their appropriate available re- 
sources to avoid, as far as possible, any disturbance of the 
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basis of international exchange resulting from the French 
devaluation Other European Governments (Belgium, 
Switzerland, and Holland) subsequently announced their 
adherence to the prmciples of this Tripartite Agreement 
One of the prmcipal objectives of this Tripartite Agree- 
ment was to permit of the orderly devaluation of the franc 
from about 75 francs to about 105 francs to the pound 
sterlmg All m vam, however, barely nme months after- 
wards, the exchange broke down agam, and provisional 
devaluation agam had to be faced Under a decree of 
30th June, 1937, the limits established by the Law of 
1st October, 1936, were suppressed, and the new gold con- 
tent of the franc, it was announced, will be fixed at some 
future date by Government decree Whether the franc has 
yet reached its proper level m exchange, it is impossible to 
say ^Vhat the French were aimmg at was apparently a 
rate of about 127 francs to £1, but exchange has smce 
been back to 150, and it remams to be seen at what rate 
de jure stabilization will be effected 
Austria The steps taken to achieve stabihzation m 
Austna are too long to recount here, more especially as 
the financial position is still far from good Just bnefly, 
however, it may be said that on 20th December, 1924, 
a new Federal Law was passed with a view to the stabiliza- 
tion of currency and exchange As we have seen, an en- 
tirely new imit of currency was adopted, called the gold 
sch illin g, enacted to contam 0 21172086 gramme fine gold 
The panty with London of this basis is 34 585 schilhngs 
to ;tl, and with New York 1 schillmg equals 14 07 Amencan 
gold cents "When the alteration from the krone unit to 
the sc hillin g was made, exchange between London and 
Vienna was quoted at 339,000 kronen to £1 The schilhng 
is divided mto 100 groschen, and 10,000 of the old kronen 
were taken as the eqmvalent of one schillmg 
Germany By force of circumstances, Germany had to 
recognize the complete annihilation of the value of the paper 
mark, and, here agam, we must be bnef On 15lh October, 
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1923, a definite commencement was made by a decree 
which set up a Rentenbank to issue notes, called Renten 
Marks These were issued on the security of the whole of 
German production, mdustry, and trade By the Renten- 
mark decree, as we have seen, the old paper marks were 
devalued to one-trUhonth of the pre-war value (1 Renten 
Mark = 1,000,000,000,000 paper marks) The real security 
for Renten Marks took the form of first mortgages m gold 
marks on the whole of German landed property, and gold 
obhgations with first priority on mdustry, trade, and the 
banks The estabhshment of the Rentenbank was but a 
step m the stabihzation of the currency, yet gradually 
the ship of commerce began to shape a better course 
On 19th March, 1924, a gold disconto bank was estabhshed 
by kw, and its function was the provision of foreign ex- 
change for German busmess Then came the Currency Law 
of 30th August, 1924, which came mto force on 1 1th October, 
1924 T his law was m accordance with the provisions of the 
Dawes Reparations Plan, and it signalized what was, m effect , 
de ptre stabilization The law provided for the withdrawal 
gradually of all the old notes, as well as the Renten-mark 
notes, and it definitely gave German currency a gold basis, 
with the Reichsmark, equivalent to ttVf kilogramme of 
fine gold, as the monetary umt The Reichsmark is equal 
to 100 reichspfenmg The parity with London is Reichs- 
marks 20 429 to £1, and with New York, 100 Reichsmarks 
equal $40 33 

Belgium In October, 1925, Belgium attempted de facto 
stabilization at 107 francs to £1, but the plan proved to 
be abortive, and by July, 1926, exchange with London 
had fallen to 232 francs to £1 However, a fresh start was 
made, and assistance was denved from the issue of a large 
international loan for the eqmvalent of $100,000,000 
Credits were also arranged by the prmcipal central banks 
of the world, and on 25th October, 1926, Belgium was 
enabled defimtely to abandon her old monetary umt After 
an mterval of 14 years she re-linked her currency to gold 

U— (B I5S5) 
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by malong all notes of the National Bank payable m gold 
or its equivalent, and adopted a new monetary unit, the 
Belga, equal to 5 paper francs The new parity with London 
was fixed at 35 belgas to ^^1, and the belga was ordamed to 
contam 0 209211 gramme of fine gold It should be noted 
that the franc currency is retamed for mtemal circulation, 
and 35 belgas are the eqmvalent of 175 francs On 31st 
March, 1935, still further devaluation was announced The 
National Bank was relieved of its obhgaiion to redeem its 
notes m gold as laid down m the Stabihzation Law of 25th 
Oct , 1926 The Decree of 1st April, 1935, laid down that one 
belga should be the eqmvalent of 0 150632 gramme of fine 
gold, and on this basis, 48 611 belgas equal one sovereign 
Italy. In July, 1926, when a number of European coun- 
tnes were attemptmg stabilization, the Itahan lire had 
fallen to the low level of 144 91 to £1, and a good deal 
of trouble followed before the country was npe for a change 
However, by adoptmg various measures for the improve- 
ment of trade and production, and by the conservation 
of the finances of the country, a gradual appreciation in 
the value of the lira was achieved By June, 1927, a rate 
of 84 lire to £1 was reached, and exchange was kept fairly 
steady throughout the year at from 89 to 90 to £1 A 
period of de facto stabilization had been entered upon 
The next step was to effect de jure stabilization, and with 
this end m view, on 17th December, 1927, negotiations 
were completed with the Bank of England and the Federal 
Reserve Bank of New York, as the result of which large 
credits were opened to assist Italy Fourteen central banks 
of the world participated m these credits, and, m addition, 
a further credit was arranged with eight Enghsh banks 
and an American institution for use should occasion arise 
Stabilization de jure Weis accomplished on 21st December, 
1927, when, by Royal Decree, the new panty of the lira 
was fixed at 92 46 to £1, and at 19 to one United States 
gold dollar The lira was ordamed to contam 0 07919 
gramme of fine gold, or 7 919 grammes to 100 lire 
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Following the devaluation of the French franc, the 
Italian Government announced a further devaluation of 
the hra on 5th October, 1936 The new basis is 4 677 
grammes of fine gold for 100 hre, as compared with the 
previous gold content of 7 919 grammes, eqmvalent to a 
devaluation of about 40 per cent Power is also reserved 
to depreciate the hra, if required, by a further 10 per cent 
By this step, the hra was made equivalent to about 90 to 
the £1 

Earher in this book, reference was made to the USA 
devalumg the gold dollar by reducmg its gold content to 
59 06 per cent of its former weight That was on 1st 
February, 1934, and it, of course, changed the relation of 
the exchange value of the hra to the doUar The mterest- 
mg pomt IS that by Italy’s latest devaluation she has now 
intentionally brought back the equivalence of her monetary 
unit to the U S dollar to the same level as it was m 1927 
The former relation between the hra and the dollar has 
been thus re-established 

France’s devaluation in October, 1936, brought to an 
end what was known as the "Gold Bloc,” a group of 
countnes m Europe that had in common with France 
continued to adhere to gold 

On 26th September, 1936, Switzerland announced that 
the gold content of the Swiss franc would be reduced to 
between 190 and 215 milligrams of fine gold, as compared 
VNTth its former fixed gold content of 290 3225 milh^ams 
of fine gold This represented a devaluation of between 
25 94 per cent and 34 5 per cent Provisionally a depre- 
ciation of 30 per cent was adopted The rate of exchange 
on 1st October, 1936, was 21 421 francs to £1 No further 
alteration ws made when France agam devalued m 1937, 
and at the end of October, 1937, the rate was around 
21 46 

The monetary unit of Holland is the florin or guilder 
(gulden), representing a fine gold content of 0 6048 gramme 
of fine gold Following the dei'aluation of the French 
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franc on 26tli September, 1936, Holland placed an embargo 
on the export of gold On 30th September, 1936, one Bill 
was passed by the Dutch Chambers providmg for the pro- 
hibition of the export of gold, and another for the estabhsh- 
ment of an Exchange Equahzation Fund of FI 300,000,000 
It will be observed that no alteration m the gold bulhon 
content of the florm was made, but what Holland did was 
to institute a managed system of currency Based on the 
rate of exchange rulmg prior to this alteration, the Dutch 
monetary unit was, in effect, depreciated by about 15 to 
20 per cent The rate of exchange on 1st October, 1936, 
was FI 9 08 to £\, but by the end of October, 1937, ex- 
change with Amsterdam was approximately 8 98 florms 
to 

The effects of the French devaluation of 1936 were far 
reaching, and other countnes farther afield found it ex- 
pedient to bring the exchange value of their monetary 
umts somewhat m Ime with the changed conditions 

Greece, for instance, on 28th September, 1936, announced 
that she had decided to base the exchange value of the 
draclima on the pound sterlmg The buying pnce was, m 
fact, fixed by the Governor of the Bank of Greece within 
the limits of 540 and 550 draclima to £1, and it has been 
kept near to those limits smce The price of other cur- 
rencies, It was stated, would be fixed on the basis of their 
parity to sterlmg on the London exchange 

Latvia also on 26th September, 1936, announced that its 
currency would be devalued and attached to the pound 
sterlmg, instead of bemg linked with the French franc as 
formerly Immediately pnor to this step, the rate m 
London was 15 50 lats to £1, the new rate was 25 22 
lats to £\ At the end of October, 1937, the rate was 
24| to 25| 

Then Turkey on 28th September, 1936, made an altera- 
tion, the Turkish Government announcmg that it had 
adopted the pound sterlmg as the basis for its currency 
instead of the French franc It was stated further that 
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the rate would be £T 6 35 to £T 6 38 to £l This com- 
pared with a rate of 6 34 quoted on 25th September, 
1936 The rate at the end of October, 1937, was £T 6 21 ^ 
Czechoslovakia in turn announced on 4th October, 1936, 
its decision to devalue the crown The gold content of the 
crown was accordingly fixed at between the limits of 
31 21 milhgrams and 33 21 milhgrams of gold, as com- 
pared with a previous gold content of 37 15 milligrams of 
fine gold In effect the measure of devaluation was be- 
tween 10 6 and 15 98 per cent 

^ Note ££ means Turkish pounds 
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EASTERN EXCHANGES — ^THE GOLD EXCHANGE STANDARD 
AS IN OPERATION IN INDIA AND OTHER SILVER-USING 
COUNTRIES — EXCHANGE REMITTANCES BY MEANS OF 
INDIA COUNCIL BILLS AND TELEGRAPHIC TRANSFERS — 
VARIATIONS IN THE EXCHANGE VALUE OF THE RUPEE — 
THE ADOPTION BY INDIA OF THE GOLD BULLION STANDARD 

— ^India’s position following great Britain’s de- 
parture FROM THE GOLD STANDARD — ^INDIA’S GOLD 
EXPORTS 

For reasons which will manifest themselves to the reader 
who has survived the difficulties of the Furopean 
exchanges, and has the temerity to enter upon the study 
of what are known as the ** Silver Exchanges," we propose 
to devote this chapter to a study of the gold exchange 
standard, leaving the fuller discussion of exchange with 
those countries in the Far East whose currency is purely 
silver, to be dealt with in the next chapter 

Silver Exchanges. 

The uncertam factor with which all concerned m Eastern 
commerce until comparatively recently have had to deal 
was the gold price of silver Wherever there is this fluctua- 
tmg silver medium of exchange, foreign trade becomes 
invested with a speculative element far beyond the ordinary 
chances and changes of the markets besides the usual risks 
of trade, account had to be taken of the nsks m exchange 
caused by the movements m the quotations for silver, and 
in consequence business operations became converted into 
gambhng transactions, wherein neither expert opinion 
could guide nor caution protect the shippers On the one 
hand, there were the exporters to such countries who found 
difficult}^ m calculatmg the exact amount which would be 
realized by the sale of Iheir consignments of goods, on 
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the other, there were the importing merchants of the 
silver-usmg coimtnes, who were rarely able to estimate the 
cost m their local currencies of the remittances m gold or 
its eqmvalent which they were called upon to make 
m settlement of purchases made from gold standard 
countries The greatest imcertamty prevailed among both 
sections of the community, for every movement m the 
price of silver was at once reflected m the exchange 
between the silver-usmg countnes and those on the gold 
standard 

That IS why silver has come to be regarded as a depre- 
ciated metal unduly subject to sentimental influences of 
all kmds, and as its price fell from GO^lcd m 1872 to about 
26|d m 1914, and then, dunng the war, rose to 89Jd 
per oz , only to fall again to 19|d per oz in 1936, there was 
good reason for the dis-esteem m which silver was held 
as a monetary standard As we shall see later, silver 
seems likely to be abandoned as a monetary standard 
For the moment let us turn to India, with which country 
there have been many mterestmg currency and exchange 
experiments 

India and the Silver Problem. 

The adverse effects upon the trade and commerce of the 
Indian Empire as the result of the continued fall in the 
gold value of the rupee, due to the vanations in the pnce 
of silver, led the Government to consider by what means 
the evil could be obviated, and much trouble was taken 
with a view to the estabhshment of a stable rate of exchange 
In bnef , the plan the Indian authonties followed was what 
amounts in pnnciple to a contraction of the existing 
currency they closed their mints to the free coinage of 
silver, and, in 1893, after a somewhat heavy coinage of 
rupees, the Government ceased to add rupees to the cir- 
culation, with the natural consequence that as soon as 
circumstances led to an increased demand for the com, 
the exchange value of the rupee began to nse, and in the 
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course of a few years it became profitable for those who had 
remittances to make to India to take advantage of a 
standing offer made by the Government of India to give 
rupees at the Calcutta or Bombay mints, or to issue notes 
at the paper currency offices, in exchange for gold at a 
rate of exchange equivalent to 15 rupees for ;fl sterling 
Once the exchange value of the rupee had reached Is 4d , 
the Government’s aim was to maintain it at that level 
with slight variations similar to those seen m the currency 
between gold-using countries, and after many lengthy 
and solemn deliberations in Commission, the authonties 
seemed to have eliminated the disturbmg factors in relation 
to the exchange between London and their own country 
by the adoption of a standard of currency closely akin to 
the gold standard 

The system adopted for India was one which has been 
termed the half-way house m the matter of currency. That 
is to say the country had a sort of one-sided convertibility 
in its own favour The system, however, which, with mmor 
alterations and improvements, contmued in operation in 
India some twenty years, is better and more correctly 
descnbed as the '* Gold Exchange Standard ” This stan- 
dard for many years worked more or less satisfactorily in 
qmte a number of countries Up to August, 1914, in actual 
practice the currency systems of Russia, Austna, Hungary, 
the Phihppmes, Japan, and Holland all resembled India s 
system The fearful pass to which the war brought Austna, 
Hungary, and Russia, led those countnes to abandon all 
pretence at mamtainmg metalhc standards of currency 
As we have seen, their currency degenerated mto a mass 
of mconvertible notes But with regard to those countnes 
in which the gold exchange standard is still operatmg, it 
may be said that if they conform stnctly to the standard, 
the preponderant medium of exchange may be notes or 
token silver corns, and these, bemg permanently estabhshed, 
are kept near a fixed par m relation to gold by Government 
control of the foreign exchanges With the gold exchange 




202 


FOREIGN EXCHANGE AND FOREIGN BILLS 


usual charges for exchange between gold standard coun- 
tnes, ^ these are equivalent to gold exports, and serve to 
keep exchange steady. 

Besides the maintenance of satisfactory resources, the 
system therefore calls for the contraction of the currency 
by the retirement of a sufficient amount of the silver 
coinage whenever it is apparent that more is m circulation 
than the demands of trade require Expansion of the 
currency is produced by the release of this currency to 
circulation, or by the issuance of new currency whenever it 
IS seen that there is a shortage of the currency medium 

It seems to be an essential part of this system that the 
intnnsic worth of the silver coins should be fixed by law 
above the value of their silver content without such 
proviso the power to control the circulation would exist 
m one direction only — contraction: with the margin 
between the com value and the buUion value, the power 
exists to expand as well as to contract, and it will be seen 
that in countnes where the gold exchange standard is in 
operation, care has been taken to divorce the value of the 
silver coins from their bullion content “ 

As is well known, by reason of the enormous export 
trade from India, the balance of her mtemational credits 
and debits is nearly always m her favour, which accounts 
to some extent for the large amount of precious metals 
annually imported into India This was also the case 
before the adoption by India of what was, m reality, the 
Gold Exchange system of currency, but whenever there 
was a fallmg exchange, the adverse effects on the silver cur- 
rency made themselves felt Events went to prove, m fact, 
that,in saymg that where a country is upon a silver standard, 
it IS as well to maintain that standard if it is desired to 
stimulate the development of the country in regard to its 
exports, currency experts lost sight of one important pomt 

^ The actual charges are f % both ways the premium may be 
temporarily mcreased or decreased should circumstances call for 
the alteiaijon 

* Cf Purchasing Power of Money (Irving Fisher), page 338 
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Where the currency is depreciating as compared with gold, 
exports do increase, but the mcrease is partly due to the 
larger volume of goods which must be exported m order to 
hquidate the country’s debts to gold-usmg countries If silver 
is at 30d per oimce and falls to 25d per ounce, the silver 
curreAcy umt falls with it, and the difference m value has to 
be made up by sendmg more goods, or m some other way 
This was precisdy what happened with India, and, 
consequently, the fluctuatmg value of the rupee made 
trade both uncertain and unsatisfactory 
There have been several changes m the value of the 
rupee, so a brief review of the position, startmg from the 
tune when it was rated at Is 4d , will be necessary With 
the divorce of the value of the rupee from that of its 
silver content, fluctuations m exchange due to the fall m 
the gold pnce of silver were removed There still remamed 
the danger, however, that if ever the balance of mdebted- 
ness was against India, the value of the rupee would 
depreciate unless steps were taken to prevent this It was 
apparent m seasons of ordmary prospenty that no effort 
was needed for the maintenance of the rupee at Is 4d , 
smce the favourable balance of trade would ensure a 
suf&ciency of foreign biUs bemg forthcoming for those 
who required to make reimttances When the favourable 
balance was senously dimmished, or the balance became 
temporarily unfavourable, it is dear that India's daim on 
foreign countries in the shape of bills of exchange would be 
relatively scarce, and those who were tmder the obhgation 
to remit sterhng to Great Bntam would be forced to pay 
a larger number of rupees for each sovereign the bill of 
exchange represents This mdicates a falhng exchange, 
and as we have seen, in such circumstances exchange 
contmues to fall until it reaches that pomt when it is 
more profitable to send gold than to reimt bills to the 
creditor country So fai the procedure was simple, but the 
difficulty,moreapparentthanreal,wasthatmpracticenogold 
might be available for export, smce, although formerly there 
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was a legal obligation to issue rupees m India in exchange 
for sovereigns, there was no corresponding legal obhgation 
on the Government to give sovereigns m exchange for 
rupees Consequently, if no safeguard existed, the rupee 
would fall till it was worth no more than its silver value 
at the rate of the day To meet this contingency, there 
were available, besides the general resources and credit of 
the Government of India, the gold held m the Paper 
Currency Reserve, and, more particularly, in the Gold 
Standard Reserve, which was specially constituted for this 
purpose TTiese reserves are kept m London and India, 
and at the present time amount to a very substantial 
figure, and although there was no statutory obhgation on 
the Government of India to take special measures to 
maintain the value of the rupee at Is 4d , the Government 
had expressed their determmation to support exchange up 
to the hmit of their resources 

When exchange between India and Great Bntam showed 
signs of falling below Is 3||d , the Indian Government 
intervened by selhng sterhng bills on London at this rate 
They took action in this way in 1907-08 and 1908-09, when 
sterhng drafts on London to the extent of ;^8,058,000 were 
sold at Is Sg-jd per rupee to assist in the balance of trade, 
and again when exchange dropped as the result of the 
financial disturbance which accompanied the outbreak of 
the recent hostilities in Europe On the latter occasion 
the Government offered these " Reverse Councils,” as 
they are called, in the shape of telegraphic transfers on 
London as an alternative to bills. This action had for 
effect the maintaining of exchange in the neighbourhood 
of the gold export point from India, and the fact that this 
value was maintained throughout August, 1914,' while 
the currency of other countries more favourably situated 
abnormally depreciated, is a staking testimony to the 

’ In August, 1914, tho Government announced that they vere 
prepared to sell drafts on London at Is Sjfd and telegraphs 
transfer at Is 3]2d . to the extent of £1,000,000 weekly, in support 
of exchange until further notice 
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efficacy of the Indian arrangements Moreover, it demon- 
strates the wisdom of keeping a part of the gold reserves in 
London 

Council Bills and Telegraphic Transfers 
This chapter would be mcomplete without some explana- 
tion of the manner m which the sales of Council Bills and 
telegraphic transfers on India by the Secretary of State in 
London were earned out Pnor to the stabilization of the 
rupee at Is 6d, these sales were considered to be the 
central feature of the machmery by which the Indian 
finance and currency system was managed There were, so 
to speak, two bodies m the open market on the one hand, 
the Indian Government reqinnng Enghsh currency for the 
purpose of paymg for its purdiases of bar silver, interest 
on loans contracted here, pensions due, and services 
rendered , on the other, a group of bankers, financiers, 
and importers of Eastern produce, desurous of settlmg their 
indebtedness to India m rupees The Indian Government 
required sterhng in London to pay their home charges, 
while the bankers and others needed silver rupees or paper 
currency m India This latter class knew that there were 
only two ways of procurmg rupees from the Government 
m India a banker or merchant would present Council 
drafts, purchased m England at varymg rates per rupee, 
or he could tender sterhng m exchange for rupees at the 
fixed rate of Is 4d In ordmary times it suited the 
remitters to send out these bills purchased in London 
As far as the Indian Government are concerned, they 
inherited this method of drawmg funds from India from 
the old East India Company, and as the system was found 
to be a convenient one for all parties, although at present 
(August, 1936) it IS m abeyance, it is possible that a rever- 
sion to it may be made at some future tune The practice 
m principle amounts to the selhng of rupees to the highest 
bidder, and the Indian authonties m London have made 
arrangements whereby would-be remitters may make 
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definite offers, through the medium of the Bank of England, 

for so many lakhs of rupees — a lakh bemg equal to 100,000 
rupees 

The plan followed was this . each Tuesday a notice was 
exhibited at the Bank of England statmg the aggregate 
amount which would be allotted, and tenders were invited 
for the bills of exchange and telegraphic transfers on the 
Indian Government authonties at Calcutta, Madras, and 
Bombay There was no obhgation to allot the whole 
amount stated, and, as a rule, apphcations at prices lower 
than Is 3|4d per rupee for the bills and Is Sild for 
transfers received no allotment Each apphcant specified 
at which place he desired to receive rupees, and if it was 
necessary for him to have funds immediately available at 
one or other of the centres named, the remitter would 
^•pply for telegraphic transfers , but if a remittance by 
mail would suf&ce, he tendered for the drafts, and in the 
latter case, as the India Council had the use of his money 
for two or three weeks before rupees were paid over in 
India, a lower rate would be paid for the drafts than for 
the transfers, due allowance havmg to be made for the 
interest on the money As a matter of fact, the price 
charged for telegraphic transfers was ordmanly higher by 
F^d per rupee than that charged for bills, but when the 
Calcutta or Bombay Bank Rate exceeded 8 per cent, 
tenders for transfers ranked for allotment with tenders for 
bills only if they were xVd higher Allotments, of course, 
were made to the highest bidders, the price vaiying in 
proportion to the mtensity of the demand , the more the 
remittances were needed the higher would be the rates 
offered, and as m such times the total amount tendered for 
exceeded the amount offered, allotment was made raia 
Each Tuesday, as soon as the tenders had been examined, 
a statement was issued givmg the total apphcations, the 
allotments, and the amount to be offeied the following week 
These particulars were available on Tuesday afternoons 
Remittances could also be purchased on other days in 
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the week, and the price charged was fixed by the India 
Office at not less than ir^rd higher than the lowest prices 
at which allotments had been made on the precedmg 
Tuesday Bills and transfers obtamed m this way were 
termed “ Intermediates ” or “ Speaals,” and the exact 
rate chargeable, together with the maximum amount to be 
sold, was fixed for the week each Tuesday 
The primary ob}ect of this Government deahng m bills 
of exchange and telegraphic transfers was really the laying- 
down of funds in London to provide for the Secretary 
of State's Home Charges, but with the efflux of time 
and the necessity for mamtaimng the exchange value of 
the rupee, the system was extended to meet other require- 
ments It was temporarily suspended when the Govern- 
ment deaded to force the exchange value of the rupee up 
to Is 4d , and later, m 1898, sales were resumed as a 
means of altermg the location and disposition of the general 
resources of the Government of India, and thus provide 
the means, in tune of monetary strmgency, whereby cur- 
rency could be readily and quickly expanded Fmally, the 
sales of these bills were so regulated as not only to meet 
the requuements of the Secretary of State for India, but 
also to satisfy the demands of trade up to such an amount 
as would enable the balance of trade m India's favour, 
over and above the amount of the home charges, to be 
settled without the export to India of more gold than was 
actually requued there for absorption by the pubhc 
Despite a good deal of pohtical agitation, the course of 
India's currency machme moved along fairly satisfactorily 
until the outbreak of hostihties m Europe India, like 
every other country m the world, had her currency 
system severely tested by the Great War Silver, for which 
India has always a voracious appetite, was m demand 
by all nations, with the mevitable result that its price 
rose by leaps and bounds The full tale is told m the 
author's Eastern Exchange, Currency and Finance, and it 
must suffice here to say that, in the untoward circumstances 
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ansmg out of the war, India had to pay more and more 
for the silver of which she is so great a user The heavy cost 
of the silver rupee thus caused the Indian Government to 
raise its exchange value, in order, chiefly, to prevent silver 
rupees from bemg melted and exported On 20th December, 

1916, the Secretary of State for India raised the rate of 
exchange for immediate transfers to Is 43Vd, and for 
deferred transfers and bills to Is 4^d On 10th January, 

1917, it became necessary to raise these rates agam to 
Is 4id per rupee for the telegraphic transfers, and for the 
Council Bills and deferred telegraphic transfers to Is 4 Ad 
per rupee No other alteration was made until 27th August, 
1917, when, owmg to the world-wide demand for silver, the 
Indian authonties were obliged to raise the value of the 
rupee agam by making the exchange for immediate tele- 
graphic transfers Is 5d and that for Council Bills Is 43»d 
The only alternative before the Government was to go on 
coimng rupees, which, at the pnce of silver then ruhng, 
would have meant an enormous loss to be borne by the 
Indian taxpayers No further alteration was made until 
10th April, 1918, when, owing to the continued rise m the 
price of silver, it became incumbent upon the Indian 
Government to protect its currency unit by once more 
raising the exchange value. Accordingly, immediate 
telegraphic transfers were made available at Is. 6d per 
rupee, while the charge for the deferred transfers and 
bills was flxed at Is SJfd per rupee. Steps were taken, 
too, to reduce drastically the amount of "councils" to 
be sold In the meantime the demand for silver by all 
nations showed no signs of abating, supphes were short, 
and the price soared higher and higher For a time it was 
under control, both in England and in Amenca Consumers 
were, in reality, rationed. Later, control was taken off, 
and immediately the price started rising The Indian 
authorities were reluctant to make more changes, but 
the force of circumstances was against them. No Indian 
would part with a rupee on a Is 6d basis when he knew 
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perfectly well that its bullion value was much higher , 
he would much rather add the coin to his hoards, or seek 
to melt and smuggle it out of the country — ^no matter 
how stnct the law on the subject Consequently, the 
Government had once again to raise the exchange value 
of the rupee, and this time they advanced it far higher 
than the market eiqiected — they were allowing for a 
margin of safety On 12th May, 1919, the price for im- 
mediate telegraphic transfers was fixed at Is. 8d , and for 
deferred telegraphic transfers and bills at Is 7-j^ 

At these levels it was hoped the limit of the nse had been 
reached, but finality had not been reached 

On 12th August, 1919, the ever upward movement m the 
price of silver necessitated a farther rise in exchange to 
Is lOd for immediate telegraphic transfers, and to 
Is 9Hd per rupee for deferred telegraphic transfers and 
bills, and as silver continued to soar in price, on 16th 
August, 1919, the rupee was put on an efiective 2s basis 
by making exchange for immediate telegraphic transfers 
2s , and that for deferred transfers and bills Is 11-Hd 
On 25th November, rates w^e again altered to 2s 2d 
for telegraphic transfers, and 2s l^d for deferred tele- 
graphic transfers and bills , and on 16th December, 1919, 
it was found necessary to raise rates once more to 2s 4d 
for telegraphic remittances, and 2s 3i|d for deferred 
telegraphic transfers and bills 
In the meantime a Committee which had been appointed 
by the Government on 30th May, 1919, to examine the 
effect of the war on Indian exchange and currency, had 
come to the end of its labours The Report of this 
Committee was issued on 22nd December, 1919, and 
among its principal recommendations was the following — 
(o) That the balance of advantage was decidedly on the 
side of fixing the exchange value of the rupee in terms 
of gold rather than in terms of ste rling 

(6) That the stable relation to be established between 
the rupee and gold should be at the rate of Rs 10 to one 

15 — (B 1525) 
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sovereign, or in other words, at the rate of one rupee for 
1 1*30016 grains of fine gold both for foreign exchange 
and for internal circulation 

These recommendations weie accepted by the Govern- 
ment, and in putting them into operation a divorce was 
effected between the rupee and the papei pound sterling 
As It subsequently transpired, however, the linking of the 
rupee with gold and not with the depreciated paper pound 
sterling did not stabilize exchange, notwithstandmg the 
fact that the Government sold “ Reverse Councils ” 
(bills and telegraphic transfers, India on London) to a 
considerable amount m support of exchange. Exchange 
broke away badly, and the rupee fell from over 2s. to 
Is 3d The root of the trouble was to be found in the 
adverse trade position. Early m 1921 the balance of 
trade was heavily against India, and with few buyers for 
her products, the export market became crowded with 
goods , the result was that the exchange value of the 
rupee fell to the level stated Yet the Indian Government 
did not depart from the 2s. gold basis it had fixed for the 
rupee, and nominally 10 rupees remamed exchangeable for 
one sovereign, as compared with the former ratio of 15 
rupees, which had been m force for nearly twenty years 

The seUing of counal bills and telegraphic transfers, 
London on India, ceased on 5th January, 1920, and was 
not resumed until 9th January, 1923, when the Secretary 
of State for India announced that a limited amount of 
council bills and telegraphic transfers (deferred and 
immediate) would be offered for sale by competitive tender 
The resumption of the sale of council drafts, it was stated 
had been decided upon with a view to strengthemng the 
Secretary of State's sterling resources against his require- 
ments m 1923-24 The holding of further sales, and the 
amounts to be offered, it was further announced, would 
be dependent on conditions of exchange 

The amount offered on Tuesday, 9th January, 1923, was 
fifty lakhs of rupees, payable at Calcutta, Bombay, and 
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Madras The resuJt of the tendering, after the lapse of 
over three years, is interesting , only a small amoont of 
the hills was applied for at an exchange of Is 4tfVd per 
rupee , but at this rate none was allotted Seven lakhs 
of rupees (Rs 7,00,000) in deferred telegraphic transfers 
were apphed for at Is 4Vffd per rupee, and were allotted 
in full hor the immediate telegraphic transfers the 
apphcations were very large, the total amount for which 
tenders were received being Rs 455,00,000, at rates varying 
from Is 47iV<i to Is 3|id No tenders, however, below 
Is 4j:jd were accepted Tenders at Is 4T?ffd received 
about 9 per cent , while those applymg at Is 4/jd 
received allotments m full The total allotment of imme- 
diate telegraphic transfers was Rs 43,00,000, which, with 
the Rs 7,00,000 of deferred telegraphic transfers, made 
up the total of fifty lakhs offered by the Secretary of State 
Councils contmued on offer until April, 1925 But by 
that time exchange had entered a new phase — the rupee 
kept fairly firm at around Is 6d Demand for bills and 
transfers at satisfactory rates fell away, and on 17th Apnl, 
1925, the India Council announced that sales would be 
suspended unbl further notice 
It should be noted that at this period, when council 
bills were allotted, the allottee filled up a form with 
particulars of the bills desired, and left this at the Bank of 
England before 12 o’clock on the day precedmg that on 
which the bills were required , the bills were then dehvered 
the next day on payment m cash not later than 2 o’clock 
When a telegraphic transfer had been allotted the neces- 
sary telegram authonzmg payment m India on demand 
was sent on the day on which pa3ment for the transfer 
was made at the Bank of England Immediate transfers 
were payable m India on the day foUowmg the issue of 
the tdegram , deferred transfers were payable sixteen days 
after the issue of the telegram 
The position from April, 1925, was that the exchange 
value of the rupee had, to all mtents and purposes, become 
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stable at Is 6d It was prevented from rising above that 
rate by free purchases of sterling by the Government of 
India ; and as the gold basis of sterhng had again become 
effective by the placmg on the Statute Book of the Gold 
Standard Act of April, 1925, the exchange value of the 
rupee has been kept definitely within the gold points corre- 
sponding to Is 6d ever since 

Then came the Hilton Young Commission, which was 
appointed on 25th August, 1925, to examine the existing 
currency system of India, to determine its advantages and 
defects, and to make proposals for remedying the latter 
The Committee’s Report was made on 1st July, 1926 We 
are not here concerned with pomts m the Report, except 
that deahng with the currency and exchange, to which we 
may make brief reference 

The Committee recommended the adoption for India of 
the Gold Bulhon Standard, which we have descnbed earlier 
m this book But the essence of it m the case of India is 
that the ordmary medium of circulation in India should 
remain the currency note and the silver rupee , further, 
that the stabihty of the currency m terms of gold should 
be secured by making the currency directly convertible 
into gold for all purposes, but that gold should not circulate 
as money It was also recommended that an obhgation 
should be imposed by statute on the currency authonty to 
buy and to sell gold without hmit at rates determined with 
reference to a fixed gold parity of the rupee, but m quan- 
tities of not less than 400 fine ounces, no limitation being 
imposed as to the purpose for which the gold is required 

Finally, it was recommended that stabilization of the 
rupee should be effected forthwitli at Is 6d 

There was a good deal of discussion m financial and 
political circles when the Report of the Hilton Young 
Committee was pubhshed, but ultimately the Government 
accepted the principal recommendations deahng with 
currency and exchange, and the Gold Bulhon Standard, 
with the rupee at a gold value of Is 6d , was adopted and 
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under the Currency Act (No 4) of 1927 became law on 
1st April, 1927 The rupee has been mamtamed at around 
that level ever smce, the fluctuations being practically con- 
fined withm the gold pomts, which, with London, are — 
Export gold pomt to London, Is 5 76555d per rupee 
It should be noted that the option of givmg gold bulhon 
or sterling exchange hes with the Indian Currency author- 
ities, and, generally speaking, it is always the practice 
to endeavour to sell sterhng rather than gold 

Import gold point from London, Is 6 20893d per rupee 
Smce the stabilization of the rupee at Is 6d there have 
been no sales of Council Bills or telegraphic transfers in 
London, but the Government of India has sold freely in 
India sterhng bills and other transfers on London 
The position is that when the Indian Government decides 
to purchase sterhng it calls for tenders just m the same way 
as was done m England, and states the amount for which 
tenders will be received 

As Mr N Sankara Aiyar says in his comments on the 
situation,^ the Controller of Currency first scrutmizes the 
tenders and then decides whether the rate applicants offer 
IS justified by market conditions If he is satisfied that this 
IS so, allotments are made to each of the banks tendenng 
m proportion to the amount apphed for if the total exceeds 
the Government’s requirements It sometimes happens 
that the banks tender at difierent rates as for vanous 
reasons they do not wish to run the danger of bemg allotted 
the whole amount for which they have apphed at a higher 
rate For mstance, if the banks desire to secure a net rate 
between Is 6^d and Is Srsd they might tender, say, for 
£800,000 at the former rate and £1,200,000 at the latter 
On the other hand, if they wanted a rate somewhat better 
they might tender for £1,200,000 at the former rate and 
£800,000 at the latter rate 

The Controller of Currency, after scrutmizmg such tenders 
accepts sufOcient for his requurements at the higher rate 
^ Foreign Exchange in India 
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of Is 6i^(jd and if he still requires more, he would buy at 
Is Gs^d Before aUottmg at the lower rate, however, he 
would obviously absorb aH the tenders at the higher rate 
As in the case of Council bills, purchases are made at 
weekly mtervals and tenders accepted every Tuesday If 
m the meantime banks are eager to sell to the Government, 
they are allowed to do so at a rate ot-^oiB. penny higher 
than the best rate of the previous week’s tenders This 
rate is usually known as the “mtermediate” rate 
It will thus be seen that the system follows closely that 
which formerly ruled m London 
There remains to be added a few words concemmg India’s 
position foUowmg the departure of Great Bntam from the 
gold standard on 21st September, 1931 
FoUowmg the suspension of the gold standard by Great 
Bntam, the Governor-General of India issued an Ordmance 
on 21st September, 1931, temporarily rehevmg the Govern- 
ment of India from the obhgation under Clause 4 of the 
Currency Act of April, 1927, to sell sterling or gold. It was 
also announced that the three days, 22nd September to 
24th September, 1931, inclusive, would be pubhc hohdays 
As all the banks m India were closed on these days, the 
rupee was left somewhat hke Mahomet’s cofi&n, suspended 
m mid-air, smce it was Imked neither to gold nor to sterlmg 
The position was, however, immediately made clear by the 
Secretary of State for India announcmg m London on 21st 
September that the rupee was to remam Imked to sterlmg, 
and thus aU doubts ought to have been removed regarding 
the future movements of rupee exchange Subsequently, 
the first Ordmance was repealed by a second Ordmance on 
24th September, 1931, which provided, ^nter aha, that sales 
of sterlmg or gold by the Government would be available 
for financmg — 

1 . Normal trade requirements, excludmg imports of gold, 
or silver com or bulhon 

2. Contracts completed before 21st September, 1931 

3. Reasonable personcil or domestic purposes 
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It was also made clear m the Ordmance that the Govern- 
ment would not sell gold or sterlmg for the purpose of 
hqmdatmg the oversold exchange position of any bank m 
respect of any month subsequent to the month m which 
the demand for gold or sterlmg was made Although it 
would seem that this second Ordmance was free from 
ambigmty, some micertamty apparently existed because 
the measure did not specify whether the Indian Government 
would buy sterling at the upper hnut of Is 6 208932d per 
rupee The Ordmances did not affect the Government’s 
statutory obhgation to buy gold at a rate eqmvalent to 
Rs 13 J per sovereign’s weight, this obhgation remamed 
technically m force, though, of course, m practice no one 
was likely now to tender gold for exchange at such a rate 
However, ultimately all confusion was removed by the 
Secretary of State for India explammg that the rupee was 
definitely Imked to sterhng He said that for all practical 
purposes the stabihty of Indian exchange had been based 
on sterhng, and Indian trade, both export and import, was 
financed through sterhng , further, that the greater part of 
India’s external obhgations was also m sterhng 
As usual m Indian currency and finance, there were not 
wantmg cntics of the Government’s pohcy, but, agam, 
most of them overlooked the fact that the obhgation of 
givmg gold bulhon or sterlmg exchange rested with the 
currency authonties In any case, despite the Government’s 
rehevmg itself of the obhgation to supply finance for the 
importation of gold and silver bulhon or com, its bold 
action m offermg to sell sterhng or gold to meet the other 
legitimate requirements of the country proved to be a 
wise one It allayed all semblance of panic and assisted m 
the transition to the new ordCT of thmgs As a matter of 
fact, the call on the Government to sell sterhng proved 
neghgible, and ceased altogether withm two days In fact, 
the exchange situation so strengthened that withm a few 
weeks the Government itself became a large buyer of 
sterhng Fmally, all restrictions were removed on the 30th 
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January, 1932, by the repeal of the Ordinance in question, 
and ever since the rupee exchange has been quite free from 
restnctions, and Indian exchange has been hnked with 
sterhng 

India’s Gold Exports. 

There remam to be said a few words about the phenom- 
enal export of gold from India smce September, 1931 
The release of both the pound sterling and the rupee from 
their gold moormg, and the resultant high price of gold has 
attracted large quantities of the metal from the Indian 
hoards There is now a regular export busmess from India 
in the metal Gold m the shape of small bars and orna- 
ments is regularly dispatched from up country to Bombay, 
where it is refined and shipped to London and elsewhere. 
Various estimates of the amount exported have been 
given from time to time, but actually the exports from 
September, 1931, to 19th November, 1937, on private 
account were valued at approximately £235,864,000 

This gold movement has been of mestimable value to 
India ; it has enabled the Government to remit large sums to 
England, and thus to obtain suffiaent sterhng to meet its 
home charges, as well as to pay off a good deal of maturmg 
debt Further, as a large amount of the gold has been 
shipped to Amenca and the Contment of Europe, it has 
been of matenal aid m the maintenance of sterhng as well 
as Indian exchange with other gold countries 

So widespread has been the attention given to the move- 
ment of gold from India, especially m regard to its mter- 
national aspects, that it is desirable to paraphrase the 
remarks of the high Indian officials on the subject The 
extracts reproduced below, it may be added, deal more 
particularly with the significance of these gold exports in 
relation to the economic and financial position of India 
itself 

As regards the exports of gold, what really are the facts ^ 
In his address to the Members of the Indian Legislative 
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Assembly, delivered on 25th January, 1932, the Viceroy of 
India outlmed the position in this way Those who sell 
gold do so because they can make a profit on their holdmgs 
They have made an mvestment which has turned out well 
Why should they be deprived of the opportunity to take 
advantage of it^ He said “There is no pubbc ground 
on which this could be ]ustified, for the export of gold 
at that stage was defimtely and decisively to India’s 
advantage” Most countnes who, like India, rely on 
primary agricultural products for mamtdmmg their balance 
of mtemational trade and payments are now labourmg 
under acute difficulties, which force them to adopt extremely 
strmgent measures for the control of exchange, which 
greatly hamper the commerce of the coimtry At such a 
time India is able to tap a portion of her own vast resources' 
and by partmg with a very small fraction of her immeasur- 
able stores of gold to realize a favourable balance of mter- 
national payments The Viceroy further pomted out that 
the good results of this were already apparent — ^Indian 
exchange was strengthened, the bank rate was eased, and the 
accumulation of sterlmg resources enabled India to pay off 
£15 milhons sterlmg without borrowmg, thus relievmg the 
country of a capital charge of Rs 20 crores, and a recurrent 
charge of Rs 110 lakhs per annum The amounts exported 
are neghgible m relation to India's total holdmg of gold 
What the total holdmg may be no one knows, but the 
Viceroy remmded the Legislative Assembly that India’s 
net imports of gold dunng the last 30 years alone amounted 
to no less than 550 crores worth as valued at the time of 
unport, or well over 700 crores if re-valued at the pnees 
rulmg m 1932 Agamst this, exports smee September, 1931 , 
to January, 1932, amounted m value to no more than 40 
crores at the pnees then current It will be realized that 
this volume is of no appreciable importance compared with 
what has been unported mto India m recent years alone, 
and without takmg account of the vast stores which must 
have been accumulated before 1900 
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Finally, the Viceroy said that the export of gold is no new 
feature m India’s commercial hfe Large quantities have 
always moved m and out, and on special occasions India has 
tended to realize gold as a means of adjustmg the balance of 
pa 5 niients, or in order to take advantage of profitable 
opportunities of seUmg gold against rupees It is plain that 
the export of gold from India m 1931-32 has been of great 
benefit to both pubhc and pnvate mterests, and goes to 
prove that there are at least some occasions m an economic 
cycle when India’s ancient tradition of mvestment m gold 
can prove to be of direct economic advantage to the 
country 

In his Budget Speech on 7th March, 1932, the Finance 
Member of the Government of India also drew attention 
to the popular misapprehension of the significance of what 
was happemng He corrected it m these words 

“The phenomena of the last few months should not be 
viewed by themselves, but as one phase m a process of many 
years India requires a certain flow of exports to balance 
her imports of merchandise and external payments In the 
past few years the volume of this flow has been more than 
IS required, and has been stored up, as in a reservoir, by 
bemg put mto gold Now that the volume has shrunken 
owmg to the immense fall m the prices of India’s exports 
(a fall which has been far greater proportionately than for 
India’s imports) the flow is bemg supplemented by drawmg 
to a moderate extent on the reservou of gold Thus the 
‘reservoir’ is performmg exactly its proper function of 
equahzmg the flow, while the quantities bemg drawn ofi are 
neghgible m comparison with the quantities stored ’’ 

Notk 1 rupee = Is 6d , 1 lakh of rupees = a hundred thousand 
rupees = ;^7,500 , 1 crore of rupees = a hundred lakhs *= ;£750,000 
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THE EASTERN EXCHANGES (CONTINUED) — CHINA AND THE 
SIL^'ER PROBLEM 

India, as we have seen, has had a chequered currency 
career, but it is when we come to Chma that we find 
problems that are really as perple\mg to the monetary 
experts as they are to the man m the street Time was 
when both Chma Proper and the Bntish Crown Colony of 
Hong-Kong were on the Silver Standard, and as the pnce 
of silver rose m terms of gold (or sterlmg), so the exchange 
value of the monetary umts of the two countnes moved 
more or less m unison If the quotation for silver remained 
steady, movements in the exchange rate with Hong-Kong 
and Shanghai were also neghgible The exchange business 
was always a problem, however, for both merchants and 
bankers, as there was ever a sort of double coincidence m 
every transaction Not only had the values of goods to be 
taken mto account, but also the value of the silver in terms 
of which settlement was made Now, as we shall presently 
see, all that has been changed, and Hong-Kong and Chma 
are on a managed currency, with rates of exchange kept 
stable by Government control In efiect, what they have 
is a silver bulhon standard But let us go back a httle 
Of Chma and its currency it may be aptly said Omma 
mutantur et nos mutamur m xUis (all thmgs change and we 
change with them), for of late years the changes m the 
currency and of the accommodation of the people to them 
have been rapid and remarkable As we have mdicated, 
until comparativdy recently Chma was on the silver 
standard, with a plentiful supply of copper corns and a 
mass of paper notes down to the most mmute denomma- 
tions thrown m to leaven the whole That was not so 
cunous as at first sight it may seem, smce, histoncally, 
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Chinese currency dates back a very long way, and nght 
down through the ages are to be found traces of token 
money of one sort and another Such thmgs as skins of 
animals, pieces of pasteboard, cloth, iron, all at times have 
been found to be domg money's work m Chma 
Then, researches and records have demonstrated beyond 
all doubt that gold, silver, and copper were in circulation 
m the country as far back as 2953 years b c Traces are 
also found of an actual monetary circulation dunng the Hsia 
djmasty, 1900-1558 b c , the coins then being in the shape 
of bell money, knife money, sword money, etc In fact, for 
a good many centuries the pieces of money in circulation 
were symbohc of domestic articles or utensils m daily use 
In such circumstances, it is difficult, if not impossible, 
to designate the position of currency at any period under 
any of the heads known to currency experts Even m more 
modem times, when silver was held to be the standard of 
currency, and the real measure of value of commodities 
was said to be expressed m silver both for purposes of 
internal trade and for external trade, things were not what 
they seemed to be Silver was not a measure of value in 
the same sense as gold is m European and other countnes 
of the world Silver m Chma was quite as much a com- 
modity as rice, wheat or anything else, and for every 
occasion on which it was profitable to ship gold, say, from 
one European centre to another, it was usually many times 
more profitable to move silver in China from one province 
to another That bemg so, it is not surpnsmg that the 
value of silver rose and fell quite as often, if not more often 
than that of other commodities The exchange value of 
the tael and dollar also rose and fell with the price of silver 
Short of wntmg a book, it is not possible to go too deeply 
into the mtncacies of the currency and exchange, inter- 
estmg as they are, but to the reader who is wishful to 
pursue the subject, we may commend a summary of the 
position given by the Commission appomted by the Secre- 
tary of State for the Colonies to mquire mto and advise 
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upon the question of Hong-Kong currency In their report 
on the currency of Hong-Kong, issued in May, 1931, 
reference, of necessity, had to be made to the monetary 
system, or rather systems, of Chma Proper The first 
noticeable feature that struck the Committee was that 
there was no uniform currency medium for the whole of 
Chma They found in existence an extraordmary variety 
of silver, mixed metal, and copper corns and bank-notes, 
of which few were accepted throughout more than a limited 
area, and all varied contmuaHy m their exchange value 
with each other It was admitted that the general standard 
of value was pure silver, with an mveterate tendency to 
rate the value of a com by its pure silver content, that is, 
bulhon value Thus, the value of a silver com could not, m 
general, fall much below that of its metalhc content, smce 
it could at any tune be turned mto lump silver, which was 
an acceptable object for hoardmg even if it could not be 
used as currency As a matter of fact, most Chmese mer- 
chants were qmte as adept m buymg and selling silver as 
any other commodity, the nsmg and falhng of the value 
of silver and exchange may have been somethmg of a burden 
to them, and it may have added to the complexity of trade, 
but a good deal of "profit was made m the process In 
practice, the merchant not only bought or sold goods, but 
also bought or sold the silver which he had to receive or 
pay, hence there was the double transference to which we 
have referred m every transaction 
To return to the Report of the Hong-Kong Commission, 
they found that the market value of Chmese bank-notes 
was by no means always the same as their face value There 
is, they said, " a tendency to prefer notes for their superior 
portabihty and ease of concealment, but the degree of 
credit enjoyed by the issumg authorities is also a considera- 
tion ” Emphasis was also laid on the fact that, owmg to 
the diversity of its currenaes and the madequacy of its 
banking system, Chma has no dommatmg financial centre 
such as most European capitals provide for their tradmg 
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and mdustnal areas In China almost every important 
town and many towns of little importance are separate 
centres for exchange purposes, each havmg its own rates 
of exchange on other centres Comment was also made 
on a system of Government money orders as formmg a weak 
connectmg Imk, m so far as remittances could be made 
through the post office to and from a certam number of 
these centres, though the volume of this busmess was 
relatively small 

Reference, agam, was made to the huge network of loan 
and mortgage banks and exchange shops throughout Chma 
m addition to the foreign (non-Chmese) and Chinese 
“foreign-style” banks estabhshed m the larger centres, 
most of these mstitutions havmg correspondents or agents 
at neighbouring centres of which a merchant at any centre 
who wishes to settle an accoimt at some other centre may 
take advantage The margms between the bulhon pomts 
were found to be wide, smce the transport of specie from 
one place to another is often a hazardous undertakmg except 
between places with safe rail, sea, or nver communications 
The weight of Chinese com also made the busmess expensive 

Now, although Hong-Kong is outside the pohtical 
boundary of Chma, the two are attached to each other by 
such dose economic and financial connections that Hong- 
Kong is m fact one of the pnncipal exchange centres of 
Chma (Shanghai is another) Actually, the Commission 
found that Hong-Kong’s bank-note currencies is one of the 
currencies of Chma, and mstances were given of the impor- 
tant part played by Hong-Kong bank-notes m areas outside 
Hong-Kong, even m transactions m which that Colony had 
otherwise no part Anythmg, as we shall see later, that 
affected the currency of Chma as a whole, was bound to 
have a repercussion on Hong-Kong, and, as to all intents 
and purposes, the basis of the present problem is to be 
found m silver, and its vicissitudes, it is to silver that we 
must now turn Indeed, he who would understand the 
currency position of Chma, must perforce study silver 
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Pnor to the Great War, the depreciation m the price of 
silver, or, to put it m another way, the constant fluctuations 
in its gold value ivith the resultant effect upon tlie exchanges 
of Far Eastern countries, had given much food for reflection 
to currency experts In the ten years before the War the 
pnce of silver had varied between 23Hid 30|d per 
standard ounce, the average pnce for the decade bemg 
only 26 81d As is well knoum, the War gave a great 
impetus to the demand for the metal and caused the pnce 
to soar to record levels The peak was reached in February, 
1920, ivith the pnce of 89|d per standard ounce, and a 
quotation for the Hong-Kong dollar of 6s 2d , and for the 
Shanghai tael, 9s 3d Thereafter, for a considerable time 
the pnce of silver and the exchange value of the monetary 
units of Chma and Hong-Kong fluctuated widely and pnces 
fell steadily A companson with 1914 is mterestmg, for 
that year the average pnce of silver was 25i®|rd per standard 
ounce On 9 th February, 1931, the quotation m London 
for the metal was 12d per standard ounce, representmg a 
dechne m value of over 50 per cent m fifteen years The 
average pnce for 1931 was only 14^d Dunng 1932 the 
lowest pnce was 16|d and the highest 20^d , the average 
for the year bemg 17c-Jd standard ounce The year 
1933 gave a httle better result, the pnce bemg 18;rVd The 
fall m the pnce of silver between 1931 and 1933 caused a 
good deal of concern , as it brought the exchange values of 
the currencies of Hong-Kong and Chma down with it, 
vanous projects were mooted for the rehabihtation of silver 
Many conferences and discussions on currency questions 
took place, but only two important pomts emerged with a 
direct or mdirect influence on the world pnce of silver In 
1933 the agitation for somethmg to be done m support of 
silver began to take effect In June of that year the USA, 
by arrangement, took about 23,000,000 fine ounces of silver 
on War Debt account, imder the authonty of the Thomas 
Amendment Act Then, at the World Economic Conference 
held m London, m July, 1933, a four-year agreement was 
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reached between certain silver-producing countries and 
others who were important holders of silver The project 
had really emanated from the efforts of Senator Pittman of 
the USA, and the idea behmd it was that silver would 
be protected until there was a sufficient recovery m world 
trade, to the accompaniment of a rise m the price of com- 
modities, which would enable the silver consuming countnes 
of the East to dispose of their exports on a more profitable 
basis With America, of course, the question was largely 
a political one engendered by silver-producing mterests 
there 

Eight nations were concerned m the Agreement in ques- 
tion America, Mexico, Canada, Austraha, and Peru as 
producmg countries, and Chma, India, and Spam as holders 
of silver This agreement provided that Indian Government 
sales should be hmited to an average of 35,000,000 fine 
ounces per annum for four years, and that the five above- 
mentioned producmg nations should take an equivalent 
amount of their own production off the market, the USA 
beanng the major share of the burden On 22nd December, 
1933, President Roosevelt ratified this silver agreement 
At the same time it was announced that the USA mints 
were authorized for a penod of four years up to 31st 
December, 1937, to buy at 64 J cents per ounce the annual 
silver production of that country, or 50 per cent above 
the then current market pnce Then, m the spring of 1934, 
considerable pressure was brought to bear by the USA 
silver bloc, and, finally. President Roosevelt compromised 
with them by authonzmg the Silver Purchase Act of 1934, 
which provided for the purchase of silver on the world's 
markets until the proportion of silver m the monetary 
stocks of the USA was 25 per cent silver to 75 per cent 
gold, or until the price of silver should reach the monetary 
value of II 293 per fine ounce ^ Thereafter, Amenca took 

^ Actually, from 25th April, to 2nd January, 1937, the Amencan 
Treasury had been bu 3 nng domestic mined silver at 77 57 cents On 
2nd January, 1937, the pnce was reduced to 64 64 cents per fine 
ounce 
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its place as the principal buyer of silver in the London 
market The USA silver buymg programme commenced 
m June, 1934, and the effect on Chma's stocks of silver was 
qmckly apparent Between May and December of that 
year there was a dechne of Chmese $260,000,000 m the 
silver stocks of the Chmese and foreign banks m Shanghai, 
and there ensued considerable nervousness m Chma as to 
the possibihty of either a nationalization of silver and a 
Government issue of inconvertible paper currency, or a 
devaluation of the Chmese doUar 

We have mentioned the Chmese dollar By a sort of irony 
of fate, only a few months before the American silver pro- 
gramme had been put mto force, the Chinese Government 
had announced that the silver tael was to be superseded 
by the silver dollar as the only legal currency of the country 
At the same time an export duty on silver of 2^ per cent 
was imposed with the ob 3 ect of mducmg the banks to have 
their silver holdmgs converted mto the new standard 
dollars, the new duty bemg roughly equivalent to the cost 
of nuntmg 

The effect of the constant silver purchases by Amenca 
was soon expenenced , they caused a wide dispanty between 
the world price and the pnce m Chma, and large profit- 
makmg possibihties quickly mfiuenced Chmese operators 
to sell silver abroad, the exports of silver from China 
between July and October, 1934, bemg valued at over 
Chmese $200,000,000 The Chmese Government, m order 
to prevent a crisis and to stop further exports of silver, 
imposed an export duty of 10 per cent, and a vanable 
equahzation exchange charge on silver as from 15th October, 
1934 These measures were at first effective, and the net 
export of silver from China was reduced in November, 1934, 
to $11,328,000, and m December to $11,975,000 

It was hoped that the imposition of the duty would have 
a stabihzmg influence on the monetary and finannal situa- 
tion Moreover, the Chmese Government had been at some 
pams to explam to the U S Government the harmful effects 

i6— (B 1525) 
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on the financial position of China of its silver purchasing 
pohcy, with the result that early m 1935 there were indica- 
tions that the American pohcy was to some extent being 
modified, smce the Americans, as the year went on, made 
it apparent that they were not prepared to pay exorbitant 
prices for the metal, would only purchase silver for cash, 
and were not interested in the two months’ forward silver 
price ^ Their purchases, nevertheless, went on as silver 
came quickly available 

The harm had been done, large quantities of silver 
continued to leave Chma up to November, 1935 The 
export duty and the equahzation charge which had at first 
been a deterrent, and certainly prevented the export of 
silver from Shanghai, was circumvented by the action of 
smugglers, who got silver out of the country by the overland 
route of Manchuria The Chinese took vanous measures 
to stop this, but still the outflow continued, and, at long 
last, to stop the denudation of the country of silver, the 
Chmese Government on 4th November, 1935, decided to 
peg the dollar at an exchange rate of Is 2|d and, m 
addition to other measures, to prohibit the use of silver 
dollars or bullion for currency purposes Thus was a 
managed currency substituted for Clima’s histone silver 
standard, and this action dealt a severe blow to silver — may 
be it has sounded its death knell, smce Chma for long 
generations had absorbed large quantities of the metal 
There is another point, not only has it brought practically 
to an end the long history of silver as a monetary standard, 
but it has left the United States Treasury the prmcipal 
buyer of a metal which other nations do not want 

Chma, of course, hke so many other countnes, had been 
struggling for a considerable time agamst the evils of an 
over-valued currency, and the failure of her attempts to 
adjust her mtemal prices to the world level has been merely 

1 There are two prices quoted for silver in London — that for cash 
and another for silver deliveiable in two months tune, called the 
"forward” price 
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aggravated by the silver problem Now, it is to be the 
Government’s endea\ our to maintain stability of exchange 
at or near the level of Is 2Jd per dollar For this piiqiose, 
it IS stated to be the intention of the Chinese to buy and 
sell exchange m unlimited quantities, for which purpose 
the accumulation of adequate reserves will obviously be 
required With this object in view aU holders of silver are 
required to exchange their silver for legal tender notes, and 
all silver vnll be nationalized on somewhat similar lines to 
those followed by the USA in its nationalization of gold 
It has been stated that China’s currency is to be inde- 
pendent and not hnked to any foreign unit, and evidently 
arrangements are being made to accumulate large reserves 
abroad to assist in the stabilization of China’s managed 
currenc 3 ^ For instance, on 18th May, 1936, it was an- 
nounced that an agreement had been reached whereby the 
USA would purchase considerable amounts of silver from 
China, the proceeds of which are to be maintained chiefly 
in New York for Chma’s account 
Then on 9th July, 1937, it was announced m Washington 
that an agreement had been concluded between China and 
the United States of America under which China would 
buy a substantial amount of American gold and America 
would buy silver from China, in addition to that already 
being acquired under an agreement entered into m May, 
1937 The statement added that the policy of the agree- 
ment was to assist in stabilizing currency relationship and 
to augment the gold reserve of the Chinese Central Bank 
Bnef mention may be made of Hong-Kong, as it has been 
shown that anythmg that affected Chinese currency as a 
whole would affect the currency of Hong-Kong As with 
Chma, the Bntish Crown Colony of Hong-Kong had to face 
the evils of an over-valued monetary unit, following the 
nse in the pnee of silver, and the heavy adverse balance 
of trade which had been expenenced for two or three years 
was only met by contmued exports of silver Following 
the demonetization of silver by Chma on 4th November, 
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1935, the exchange value of the Hong-Kong dollar dropped 
within a few days from Is. lid to Is 4d., and steps to 
stop the rot were vitally necessary It was a rehef , therefore, 
rather than otherwise, when on 9th November, the Hong- 
Kong Government placed an embargo on the export of 
silver, whether m bars or com On the same date it was 
announced that to fill the void occasioned by the scarcity 
of silver dollars and sub com there would be an issue of 
one-doUar Treasury notes This was quickly followed by 
a further proclamation authonzmg the issue of mckel 10- 
and 5-cent pieces m substitution of the existmg subsidiary 
corns The Government also called for the dehvery of silver 
holdings m the possession of both banks and the people 
In exchange for the coins it was stated that currency notes 
would be given at par, while silver bulhon would be received 
at a rate of 128 cents per fine ounce Further, for the 
mamtenance of exchange, it was announced that a fund 
would be set up, and that the Government would hence- 
forth control exchange The rate for the Hong-Kong dollar 
was, m fact, pegged at Is 3|d. 

The position, as it now stands, is that both China and 
Hong-Kong are definitely ofi the silver specie standard, 
and are on a managed currency system, and it remains to 
be seen whether either or both will be able to manage their 
currency on a silver bullion standard, or by some other 
form of managed currency yet to be devised 

The rates of exchange quoted by Hong-Kong and 
Shanghai, the principal exchange centre for Chma, are 
both those for telegraphic transfers, and the rates given 
are from those centres on London The Eastern Banks, 
however, all quote rates m the reverse direction, London 
on Hong-Kong, or London on Shanghai, as the case may be 
Other usances, such as those for demand bills and three 
months’ sight bills, are given, the differences usually being 
the interest allowed for the time the banker has the use of 
the funds m the one case, or charged by him m the other 
case for the penod out of his money. 
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ON CREDITS— TRAVELLING LETTERS OF CREDIT— THE 
SIMILARITY AND DISSIMILARITY OF CONFIRMED AND 
UNCONFIRMED CREDITS, IRREVOCABLE CREDITS, CLEAN 
CREDITS, DOCUMENTARY CREDITS, LONDON ACCEPTANCE 
CREDITS, OMNIBUS CREDITS, AND REVOLVING CREDITS^ 

The wisdom the reader has acquired, or which we hope he 
has acqmred, from a study of the preceding pages will be 
of little avail unless the acquisition be coupled with under- 
standing Expenence and knowledge are both excdlent 
qualities, but either or both are of small utihty unless their 
possessor has the power of applying them cntically or 
practically The dnft of this thin attempt at moralizing 
is that we shall have spent our time to little purpose unless 
we are sufficiently conversant with the instruments which 
serve as the international media of exchange to be able to 
explain their place in that great fabnc, the world's credit 
system To amve at a correct understanding of the many 
and vaned foreign bills of mcchange in existence, then, 
we must start by investigating the forms of authonty 
under which they are drawn 

Travelling Letter of Credit. 

Since the ordinary travelling letter of credit is familiar 

to most people, we may take that as a starting-point It 

may be defined as a request from a banker to his foreign 

correspondents to cash on demand the drafts of the holder 

of the letter of credit on the issmng bank, the latter 

undertaking to meet the drafts when presented Persons 

purchasing these letters of credit from the banks usually 

pay cash down, plus a commission of about \ per cent 

on the total amount of the credit, although if the credit is 

^ The subject of Bankers' and Commercial Credits is exhaustively 
treated in Bankers" Credits, by W F Spalding (Sir Isaac Pitman & 
Sons Ltd ) 
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desired by a good and influential customer of the bank, it is 
not unusual to issue it free of commission. It sometimes 
happens, too, that a bank or finance house of high 
standing purchases a letter of credit from a bank with 
foreign branches, and where the amount is paid at the time 
of issue, the credit would be granted free of charge 
If a travelhng letter of credit is granted for use on one 
centre only, the banker will immediately on issue advise 
his correspondent, and at the same time send him a specimen 
signature of the beneficiary In most cases, however, 
travellers require money to be available in a large number 
of cities, and as it would not be possible to advise and dis- 
tnbute specimen signatures ad infinitum, the credit is 
drawn up in such a form that it bears a space for the 
accredited party’s signature, which can be compared by 
the banker with the signature of the person who 
subsequently presents the letter of credit 
Each letter of credit has with it a list of the bank’s 
branches or correspondents in foreign towns, and when 
the holder is abroad reference to this list will show him 
where he can obtain cash Payments under the letter of 
credit are made m exchange for either a signed receipt or 
a draft drawn to the order of the paying banlcer some 
correspondents prefer one form, some the other, although 
in practice both documents are really treated as demand 
bills. Each instrument bears, besides the usual particu- 
lars, the number of the credit and the date It is the 
foreign correspondent who hands these bills for signature 
to the presenter of the letter of credit, and after he has 
satisfied himself that everything is in order, the corre- 
spondent enters the amount drawn on the back of the 
credit, and then pays the equivalent m local currency at 
the rate of the day for demand bills on London The 
draft or receipt is subsequently dispatched to London 
for payment by the issuing bank, and on arrival it must 
be stamped with a two-penny stamp — ^the Inland Revenue 
duty on cheques or bills payable on demand or at sight. 
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Sometimes foreign banks charge a small commission for 
encashing drafts under letters of credit, but more frequently 
they obtain their profit in the rate of exchange at which 
the amounts drawn are converted into local currency 

Confirmed Banker's Credit. 

Another form of credit often issued by home, foreign and 
colonialbanks, is what isknown as a confirmed banker's credit 
A confirmed banker’s credit may be defined as a credit 
opened by a banlcer, setting forth certain conditions and 
stipulations under which he agrees to accept the bills 
drawn by a foreign shipper, as and when presented to him, 
up to a certain specified sum This document is largely 
used in financing foreign trade, which need not necessarily 
be confined to this country although the credit may be 
opened from London, it may refer to shipments from the 
foreign country to Continental centres 
The commission charged is usually about per cent 
per annum on the amount draivn imder the credit, but 
vanes, of course, in different institutions, according to the 
standing of the firms requinng the accommodation, and 
the ndcs involved It should be noted that the banks do 
not like to issue these credits for more than six months , 
they prefer to limit their nsk to that penod 
A confirmed banker’s credit will be better understood 
if It IS pointed out that the credit is generally opened by 
a bank or finance house on this side, at the request of an 
importer, for the purpose of enabhng a merchant or shipper 
abroad to draw bills on the bank against shipments, say, 
to London The bank granting the confirmed credit 
undertakes to honour the shippers’ bills, if drawn in accord- 
ance with the various stipulations in the credit, and the 
credit often contains a clause similar in form to the 
following " and we hereby undertake to accept bills 
as drawn on presentation by a lon& fide holder ’’ 

In the face of this clear and unequivocal clause, it is 
plain that drafts draivn under the confirmed bank credit 
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must be accepted provided the provisions of the credit 
have been carried out correctly The position, however, 
IS not so clear in the case of the revocation of such a credit 
It IS a moot point whether it is pohtic or even admissible to 
revoke such a credit after confirmation by the issuing bank 
to the beneficianes, the foreign exporters Some authon- 
ties go so far as to say that confirmed bank credits cannot 
be revoked or cancelled when once the exporters have been 
notified of their issue, and m this country at least, judicial 
rulings seem to uphold the contention that even if notice 
of cancellation has been sent and received, a bank is still 
under the obhgation to accept the biUs drawn upon it if 
the exporter elects still to draw 

Unconfirmed Banker’s Credit. 

In contradistinction to a confirmed banker’s credit, we 
have what is known as an unconfirmed banker's credit, 
a term which hardly merits the inclusion of the word 
" banker's ” in it, for m many cases the banker is merely 
the intermediary through whom it is advised In fact, 
it is often merely an authorization by the importer to 
his principal, the exporter, to draw bills on a certain 
bank, on the understanding that the banker may, but 
does not, guarantee in advance that he will accept the 
bills drawn under the credit 

To explain the working of these credits, we will suppose 
that A, the British importer, asks one of the London 
banks, say the Midland Bank, to arrange for the 
National Bank of India m Calcutta to buy the Indian 
exporter B's bills drawn on the Midland Bank for account 
of A. The Midland Bank here sends advice of this to 
the London office of the National Bank of India, at the 
same time asking that bank to advise its Calcutta office 
that it may negotiate B's bills drawn on the Midland 
Bank, but it should be noted that there is no actual 
undertaking on the part of the Midland Bank to accept 
the bills, although in practice, acceptance is not generally 
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refused The following specimen will give some idea of 
the form of such a credit 

Credit No 69 Blanhtown, 2Gth May, 19 

To A B 

Somewhere in the East 

By this letter we heg to open with yon an Unconfirmed 
Ctedit in favour of CD & Co for an amount of £ 
available by drafts drawn at months date or sight, 
against delivery of the following documents — 

Bill of Lading issued “ to order “ and blank endorsed 

Policy of Insurance 

Invoice 

Certificates of Origin 

(Signed) E F (S’ Co 

The banker negotiating the bills has the documents 
of title to the goods against which the bill is drawn, 
attached to the draft, and these he will not part with 
until the bill is accepted 

It wll be seen, therefore, that m opemng unconfirmed 
credits one is given to understand that a bank may, and 
will accept the bills if in order, but at the same time no 
defimte undertaking to accept is given Moreover, there 
seems to be an unwntten law that such credits may be 
cancelled by the bankers at any time it appears advisable 
so to do, which may be all nght as far as the banker is 
concerned, seeing that he has never really bound himself 
to accept the biUs The view taken by the banker seems 
to be that morally he is hable, legally he is not, but the writer 
is of opinion that by causing the credit to be advised to the 
exporter, the banker does get very near giving an implied 
warranty to accept the bills The case of the exporter 
or manufacturer who has acted on the strength of the 
advice of the issue of the credit seems to be on a different 
plane, and there is reason to suppose that if ever cancellation 
forms the cause for legal action, the decision wiU be that 
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unconfirmed credits are subject to revocation only to the 
extent that they shall not have been acted upon when 
notice of revocation or cancellation is received by the 
exporter or whoever the user may be 
It may be noted m passing that third parties, that is 
foreign banks or exchange dealers, purchase bills drawn 
under confirmed banlcer's credits on the secunty of the 
drawee bank * the credit which the exporter produces 
when offenng bills for sale is proof of his right to draw, 
and IS the agreement of a first-class London banker to 
accept the bills With bills drawn on the strength of the 
issue of an unconfirmed banlc credit, the foreign or colonial 
banker relies to a certain extent upon the possibility of 
the London banker's accepting them, but knowing the 
nsks attendant upon the business, he also pays special 
attention to the standing of the other parties to the 
transaction — ^the importer and exporter. 

Drawers of bills under these unconfirmed credits have 
constantly endeavoured to eliminate their responsibility 
by insisting on the credits being issued " without 
recourse," the effect of which is that the drawer of the 
bill, once he has negotiated it through the London bank, 
or, if abroad, through a foreign bank, and provided the bill 
itself bears tlie words " without recourse," has no further 
responsibility on it, and if anything is wrong the banker 
can look only to the drawee for repa)anent of his advance 
For this reason bankers are very chary about advising 
credits " without recourse " 

Irrevocable Credit. 

Shippers sometimes protect themselves by insisting on 
what IS termed an irrevocable credit Cases have come 
under the wnter’s notice where a manufacturer or shipper 
has refused to take orders from abroad, unless he is quite 
sure of obtaining payment immediately the goods are 
ready for slupment With a credit of this nature the 
exporter is perfectly sure, too, that the opener cannot 
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cancel it until the contract for the sale of the goods it is 
intended to finance is completed 

Glean Credit. 

The next instrument to be considered is what is called 
in market jargon, a dean credit To the ummtiated 
the name is no due to the real nature of the credit , 
the appellation is denved from the fact that bills 
are drawn under the credit without documents in any 
shape or form being attached, in other words, absolutely 
clean Clean credits are generally opened by firms abroad 
in favour of shippers or merchants in this country, or, 
conversdy, may be opened by importers in London in 
favour of foreign exporters, and the procedure followed 
when opemng the credit is this A B goes to a bank in 
his own city and informs them of his desire to open a 
dean credit The banker then gives him a form to fill up 
and sign in it A B states that he wishes the credit to 
be in favour of C D, whom he thereby authonzes to draw 
bills on him to the extent of so many pounds sterling, 
at so many days’ or months’ date or sight, as the case may 
be, and in consideration of the bank's bujnng (the banker 
calls it " negotiating ”), C D 's drafts, A B engages to 
accept and pay them atmatunty, provided they do not 
exceed m the aggregate the sum named in the credit The 
credit IS available only for a certain penod, usually not 
exceeding six months, and to preserve his recourse on A B, 
the drawee, the banker must not allow C D to draw bills 
after the date indicated in the credit 
In most cases drafts drawn under clean credits represent 
bond fide shipments, the documents for which have been 
sent direct to the consignees, but in some instances it is 
quite mamfest that the bilk are drawn by persons or 
firms speculating in exchange, and for this reason banks 
opening the credits exercise a wide discretion in granting 
the accommodation The risks involved are obvious , 
if for any reason the drawee does not accept or pay the 
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bills in accordance with the undertaking he has signed, 
there is no secunty in the shape of documents of title to 
goods for the bank to fall back upon, and the only remedy 
IS to seek out the drawer of the bills and endeavour to 
obtmn repayment of the amount advanced — often a dif&- 
cult and unsatisfactory task. Clean credits are, therefore, 
generally advised by the bankers only for firms of the 
highest standing, and if a banker has any doubt about the 
position of the parties to the credit, he insists upon a 
margin being deposited with him, consisting of actual 
cash or secunties, and he sometimes secures protection by 
obtaining a suitable guarantee from a third party 

Documentary Credit. 

Another form of credit which is familiar to most persons 
deahng in foreign exchange is that known as a documentary 
credit, which it will be seen is merely a vanation of the 
unconfirmed credit previously referred to, although in 
this case it is usually a mercantile firm which accepts the 
bills , not a bank 

As a rule, a documentary credit is opened at the request 
of an importer, who approaches the bank, either here or 
abroad, according to which side is shipping, and having 
acquainted the bank with his desire to open the credit, 
he IS handed a form to fill up and sign In this form he 
states that he wishes to open a documentary credit in 
favour of the foreign exporter, A B, of Blanktown, 
mentions the total sum for which the credit is to be made 
available, and states whether one or a senes of drafts is 
to be drawn He also gives a few particulars of the 
merchandise to be shipped, and agrees to effect the manne 
insurance on the goods In consideration of the bank's 
agreeing to malce advances on the bills winch A B may 
draw on him up to a certain specified amount, he, the 
importer, engages to accept and pay them at matunty 
if drawn m accordance with the terms of the credit 
This credit has the two-fold advantage of enabling the 
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exporter to obtain pa3mient for his wares immediately 
they are ready for shipment, and the foreign importer to 
obtain dehvery of the goods at the port of destination on 
acceptance or payment of the bill 
Each bill drawn under the credit is accompamed by a 
full set of shipping documents, usually invoice, biU of 
lading, and insurance pohcy, all duly hypothecated to 
the bank as secunty for the due payment of the bills, and 
by examining these documents of title to the goods, the 
banker is able to see that the conditions of the credit are 
complied with 

Very often the exporter is allowed to draw for the full 
value of the goods as invoiced, but if shipments represent 
speculative merchandise, it is customary to permit only 
a percentage to be drawn for 
The difference between this credit and a confirmed bank 
credit is emphasized when it is remembered that the notice 
of the opening of a documentary credit which is served on 
the exporter often contains a clause pointing out that it 
IS not to be considered as a bank credit, and does not 
relieve the exporter from the habihty usually attaching 
to the drawer of a bill of exchange Further, that although 
the credit is to be considered as open for, say, six months 
(the exact time is specified), it may be cancelled by the 
bank upon giving notice to the parties concerned The 
name " documentary credit " would therefore appear to be a 
misnomer it is more correct to regard a documentary 
credit as an authonzation by the importer to the banker 
to make certain advances to the exporter, on the joint 
responsibihty of importer and exporter 

London Acceptance Credit 
The exigencies of modem commerce have called into 
being still another form of credit, a variation of the con- 
firmed banker’s credit, which, although not encouraged 
in some quarters, tends to become more common every 
day Where a British exporter is held in high esteem, a 
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foreign branch bank may open what is called a London 
acceptance credit, which entitles him to diaw bills on 
the London branch of the bank up to a certain limit, 
previously arranged between the parties 

A credit of tins nature is more particularly used where 
exporters are consigning goods to a foreign branch of 
their own firm, although it may be, of course, utilized if 
the goods are consigned for sale to agents 

When a London acceptance credit is opened there will 
often be no formal document exchanged , the matter is 
often settled by the exchange of letters However, as 
soon as the details of the transaction have been agreed to, 
the sliipper prepares his bill of exchange, attaches the 
requisite shipping documents, and presents the complete 
set to the banlcer The bill, it should be noted, is drawn 
at three or six months’ date on the London banker, who 
if everything is in order, detaches it from the other docu- 
ments, accepts it, and returns the bill completed to the 
drawer, the Bntish exporter The shipping documents 
are then forwarded by the banlcer to his own branch abroad 
for delivery to the consignees A small commission is 
charged for this accommodation, and in reality the trader 
pledges his goods with the banlcer, for he signs a letter of 
hypothecation giving the banlcer a hen over the shipment, 
and also undertakes that the proceeds of the consignment 
shall be remitted to London through the foreign branch 
bank at or before matunty of the bill, upon which the 
banker has now become hable as acceptor The com- 
pleted bill in the hands of the drawer is now a bank 
acceptance, and as such it can be turned into cash 
immediately at the best rates on the London discount 
market 

The shipper does not always draw for the full value of 
the shipment, as the banker will sometimes accept for 
only 75 per cent of the invoice value, but in all cases the 
banker’s accepting bills under these credits is considered 
as an advance on the security of the whole of the shipment 
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Moreover, he does not lose his recourse on the drawer by 
the mere fact of his dehvenng the produce to the foreign 
consignees, since in the Letter of Hypothecation the 
exporter signs in London, he specially undertakes that 
when the documents of title to the goods are delivered to 
the consignees, the latter are to hold them until realization, 
and the proceeds of sale after reahzation, in trust on behali 
of the banker A further point to be noticed is, that if 
for any reason sufficient funds should not be forthcoming 
to repay the banker for the amount of his advance, as 
represented by the bill or biUs he has accepted and will 
have to pay at due date, then the exporter engages to 
make up the deficiency forthwith. 

Omnibus Credit. 

London banks and finance houses sometimes enable 
shippers to obtain prompt payment for their produce 
by issuing an instrument called, in the language of the 
Money Market, an " omnibus credit " This credit is 
generally granted to firms of high standing, who give the 
banks a general hen over their goods and, in return, are 
permitted to draw round amounts against them 

The comparative economy of the vanous methods 
employed in financing foreign trade by means of the 
vanous credits we have descnbed, will be further explained 
when we come to examine the actual bills drawn 

Revolving Credit. 

In conclusion, it may be stated that most of the credits 
which are opened for the purpose of enabhng exporters to 
obtain payment for goods as and when ready for shipment, 
can be made into revolving credits, and in order to dispel 
the misunderstanding which often exists as to the exact 
nature of revolving credits, some explanation is necessary 

There are really three forms of revolving credit, and 
the first and most famihar form is one which permits the 
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exporter to draw drafts up to, say, £1,000 outstanding 
at any one time : the bills, of course, will be drawn at 
vanous intervals, as the goods become ready for ship- 
ment. In due course the £1,000 hmit is reached, but as 
soon as sufficient time has elapsed for the first bill to be 
paid, or for advice of payment to reach home whichever 
may be arranged, the credit becomes automatically re- 
available until the actual amount outstanding again 
reaches £1,000 

The second form of revolving credit is one which enables 
the accredited person to draw, say, £500 at any one time 
m one draft When that bill has matured and been paid, 
he IS at liberty to draw a further £500 

In the third case, the revolving credit is opened for, say, 
£500, and as soon as that amount is drawn the credit is 
again available for the original amount In point of fact 
this last form is practically a credit for an unlimited amount 
but with this restnctioD, that the sum for which the credit 
IS opened must be drawn m a single bill ' 

The benefits conferred upon the trading and mercantile 
community by the issue of commercial letters of credit 
wiU now be patent to the reader As far as the exporters 
are concerned, as soon as their goods are ready for ship- 
ment they are given the power to draw bills for the cost of 
their commodities, and the banker pays the whole sum 
due, or a large proportion of it, without its being incumbent 
upon the exporter to wait for the return of his money He 
IS practically saved interest on his money for the lengthy 
penod which must elapse between the dispatch and receipt 
of the goods abroad, plus the time the bills drawn have 
to run after acceptance by the foreign drawee A 
manufacturer or merchant is thus able to turn his 
money over much quicker than would otherwise be the 
case, and this economy of time and money not only 

^ For full information in regard to credits, the position of the 
beneficiary and the banker, together with legal cases relati^ 
to credits, the reader is referred to Bankers’ Credits, by W F 
Spalding (Sir Isaac Pitman & Sons, Ltd ) 
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lowers the cost of production, but facihtates further 
production 

The importers m their turn have the advantage of being 
able to deal with the goods some time before it is necessary 
to pay for them, and the penod between their acceptance 
of bills and payment is in most cases sufficient for them to 
reahze the merchandise and have the proceeds in hand 
ready to pay the bills at due date, without its being 
necessary for them to touch a penny of their own capital 
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CHAPTER XVIII 


BILLS DRAWN UNDER VARIOUS CREDITS — SHIPPING 
DOCUMENTS ATTACHED TO FOREIGN BILLS — ^BANKER'S 
SECURITY WHERE DOCUMENTARY BILLS ARE NEGO- 
TIATED — CURRENCY BILLS 

The demand bills to which traveUmg letters of credit 
give nse call for no further comment, beyond the fact 
that they are one of the constituents of that great mass 
of foreign bills which constantly exercises an influence on 
the exchanges 

Bills drawn under Confirmed Banker's Credit. 

To arnve at a correct understanding of the bills drawn 
under the confirmed banker’s credit we will trace a sup- 
posed transaction A in Spam is an importer of hides, 
B IS the exporter in Calcutta The opeiation will be 
financed m the following way A m Spain would request 
his banlcers, the Bank of Spam, to instruct their corre- 
spondents m London, say, Lloyds Bank, to issue a con- 
firmed credit m favour of B, and the credit is drawn up 
and forwarded to B When B has the ludes ready for 
shipment, he draws his draft, sa}^ at sixty or mnety days’ 
Sight on Lloyds Bank, London, for the invoice cost, 
takes it, together with the complete shipping documents, 
to a local banker in Calcutta, say, the National Bank of 
India, who, after proper examination, will purchase the 
bill and endorse the amount on the letter of credit, which 
IS then returned to B for future use The bill of exchange 
and the shipping documents are then sent to London by 
the National Bank of India for presentation to Lloyds 
Bank, who in due course will accept the bill for account 
of the Spanish Bank and receive the shipping documents, 
which will subsequently be forwarded to Spam The 
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bill Itself Will be retained in London, and will probably 
be sold on the discount market by the National Bank 
The Bank of Spam, or its agents, will care for the ship- 
ment when it amves, or will arrange that A takes delivery 
of the hides under certain agreed conditions, payment 
finally being made to the bank in one or other of the 
methods descnbed in the preceding chapter 
We might have chosen a direct operation between Great 
Bntain and India, but our object in giving this three- 
cornered transaction as an example was to emphasize the 
fact that the bills are often drawn on London for shipments 
which do not enter this country at aU 
One other point calls for attention in regard to the bills 
drawn under confirmed bank credits , as they are drawn 
on first-class London bankers, there is not the slightest 
difficulty in disposing of them, and immediately the letter 
of credit is produced, foreign bankers and exchange dealers 
will be glad to purchase the bills, as they know that the 
risk IS practically infinitesimal Drafts drawn under con- 
firmed bankers’ credits can always be sold at a more 
favourable rate of exchange than those bills drawn on 
merchant firms That is really the rai 507 i d’etre of a 
banker's credit Bills drawn on foreign importers, of 
whom the bank to which they are offered for sale knows 
nothing, would receive scant attention, and the most the 
banker would offer to do would be to send them for 
collection , but with the name of a first-class London 
bank or accepting house on the bills as drawee, the 
whole aspect of the transaction is altered, and the seller is 
able to exact the finest rates from bankers purchasing the 
paper 

Bills under unconfirmed banker’s credits were discussed 
at some length in the last chapter, it only remains to 
add that, although readily negotiable, they do not command 
quite such good rates as those drawn against confirmed 
banker’s credits 

We mentioned the case in which bills drawn on a London 
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banker against unconfirmed credits without previous 
arrangement might be refused acceptance The reasons 
for the banker’s refusing to lend his name to the bills are 
diverse, but generally it will be found on investigation 
that, having already accepted other bills for the clients, 
the banker considers the amount for which he is liable 
as acceptor is sufiicient m view of the customer's financial 
responsibility. He therefore declines to add to the risk 
until some of the bills have been provided for In such 
circumstances it is incumbent upon the importer to get 
some other bank to accept the bills drawn, and the London 
office of the foreign or colomal bank holding the bills may 
subsequently be asked to present the bills for acceptance 
elsewhere As an alternative, if the importer can get no 
other bank to accept for him, he will have to provide the 
necessary funds to talce up the bill and so procure the 
documents for the goods he is anxious to obtain 

We might mention here, what ought perhaps to have 
been emphasized earlier, that in most cases where a banlcer 
agrees to accept bills for a dient, he obtains some satis- 
factory wntten undertaking from that client to provide 
funds to pay the bills by the time they arnve at matunty 

Bills undek' Glean Credits. 

Bills drawn under clean credits are m some respects 
unsatisfactory documents to deal with, since in the event 
of anything happemng to the parties operating, there is 
no collateral security upon which the banker or his agents 
can foreclose The reason given by most exporters who 
do adopt this method of finance is, that by sending the 
shipping documents for their produce direct to the con- 
signees much time and trouble is saved, and the importer 
IS often placed in the position to deal with the goods long 
before the bills amve if passed through the bank The 
custom in some trades of selling commodities forward is 
presumably what is referred to, as m the ordinary course, 
bills and documents sent by mail often arnve before the 
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steamer carrying the goods, m which case there would 
appear to be no object in sending the documents in advance 
to the consignee However, the point is that such bills 
are drawn, and as we mentioned, they are often taken from 
first-class firms of high financial responsibihty Where 
a clean credit is opened, all the exporter has to do is to 
present his biU to the bank, generally in duplicate, and if 
properly drawn, the banker buys the bill and sends it to 
his foreign branch, agent, or correspondent, who presents 
it for acceptance and at matunty remits the proceeds to 
the banker who had purchased it from the exporter in 
London, or abroad, as the case may be 

Bills under Documentary Credits 
Bills drawn under documentary credits form one of the 
pnncipal items m a foreign exchange banker’s business, 
and the paper is known by vanous names , documentary 
biUs, documentary paper and hypothecation paper, aU 
refer to the same class of bill These bills are drawn by 
the exporter on the importer, and it is necessary in aU cases 
for the former to have the shipping documents relating 
to his goods to attach to his bills They must be sent in 
to the banker in complete sets, besides the bills of 
exchange in duphcate or tnphcate, there will be the bills 
of lading, manne insurance policy, certified invoice, and m 
many cases a certificate of ongm or consular certificate 
IS required, also in duplicate or tnphcate With these 
documents in his possession it is then time for the exporter 
to present the bills to the bank for sale After examination 
of all the documents, if eveiything is in order, the banker 
will pay the drawer the agreed amount and will then remit 
the bills and shipping documents to their destination 
It depends on the terms of the credit whether or not the 
shipping documents are delivered to the drawee against 
acceptance or against payment If it is intended that 
they shall be handed over on acceptance of the biU, there 
will be a statement to that effect in the documentary 
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credit , in the absence of such a clause, it is always under- 
stood that the banker must hold the documents, and, 
for the time being, the goods, until the drawee pays the 
bill. As a rule, the clause, " Documents on Payment," 
does not appear m the credit. 

Now let us examine a few of the essential points m the 
documents which accompany these bills 

The bill of lading, being the actual document of title 
to the goods, is the most important, so we will talce that first 

Most bankers negotiating documentary bills insist that 
the complete set of bills of lading which accompanies these 
drafts must be made out " to order," and blanlc endorsed 
A blank endorsement, as the reader is probably aware, 
IS formed by the person in whose favour the bill of lading 
IS made out endorsing his name on the instrument thus, 
if the bill of lading is to the order of John Jones, he simply 
wntes on the back " John Jones ” The effect of such an 
endorsement is to make the goods dehverable to the holder, 
and as long as the bank or its agents retain possession of 
the bills of lading, their title to the merchandise is un- 
impeachable It IS obvious that a bill of lading to the 
order of the consignees would defeat the bank's claim to the 
goods until the consignee had endorsed the bills of lading , 
consequently, in such a form they should not be accepted * 

It IS customary also to require the bills of lading to be 
marked by the shipping company " Freight Paid," other- 
wise the bank purchasing the drafts to which these are 
attached, might find itself mulcted m heavy charges, 
which would considerably detract from the value of the 
secunty they hold In some cases the freight receipt is 
attached Too much care cannot be taken m regard to 

1 " Chapter 31. Sub-section 4 of the Customs (War Powers) Act, 
1915, made it obligatory m certain cases for the exporters to 
insert the names of consignees in bills of lading To meet toe 
requirements of the Act, and also those of the negotiatmg panics 
the bills of lading were therefore being made out m the followup 
form ‘ Shipped unto A B (the consignee) at the order of C D 
(the shipper) ' C D endorses the bill of ladmg and the banlc s 
secunty is mtact *' 
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bills of lading, especially where the freight is concerned. 
As IS well known, the captain has a hen over all the cargo 
for his freight, and if this is not paid when the ship arnves 
at its destination, the bank negotiating the bill may be 
faced mth senous loss The goods will not be held over 
indefimtely awaiting the settlement of the dispute between 
the consignee and the bank, but will promptly be placed 
in the care of the port authonties by the captain, and 
should the banker find it necessary eventually to take 
charge of the goods, he will be saddled with other heavy 
expenses besides the freight, all of which he may have 
difficulty in recovenng Inadentally, it may be pointed 
out that care should be taken to see that all copies of the 
bill of lading come into the possession of the banker who 
purchases the bill of exchange, for the reason that as one 
copy has no pnonty over the other, delivery is made to 
the person who first presents a duly authenticated copy 
When a bill of exchange having the relative documents 
attached is presented for acceptance, the drawee has 
no property in such documents until he either accepts or 
pays the bill, and the Sale of Goods Act specially recogmzes 
the importance of the bill of lading in this connection 
Section 19, Sub-section 3, definitely enacts that the person 
to whom one of these bills of exchange is sent cannot retain 
the bill of lading unless he honours the bill, that is, either 
pays or accepts it on the spot ^ 

The manne insurance pohcaes, or certificates for insur- 
ance which accompany the draft, should be m favour of 
the bank, or if drawn out in favour of the drawers, then 
blank endorsed by them The reason for this proviso is 
to ensure the value of the shipment being paid to the bank 

* The follovnng is the actual -wording of the sub-section in 
question — 

" Where -the seller of goods draws on the buyer for the price, 
and transmits the bill of e-<Lchange and bill of ladmg to the buyer 
together, to secure acceptance or payment of the bill of exchange; 
the buyer is bound to return the bill of ladmg if he does not honour 
the bill of exchange, and if he -wrongfully returns the bill of 
the property in the goods does not pass to him ” 
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in the event of loss . the bank, or the person to whom it 
has transferred the policies, would claim on the insurance 
company 

Certificates of insurance are those declarations which 
represent part only of the sum insured under a larger policy 
Where a number of shipments are made it is usual to have 
one general policy, called an open or floating pohcy, 
under which declarations for the various consignments 
can be made from time to time The insurance companies 
in such cases grant separate certificates for each shipment, 
and as the nsks they purport to cover should conform to 
those set forth in the floating pohcy, it is wise for the 
banker to have the terms and conditions of the latter 
document (including the total amount covered) confirmed 
to him by the insurance company 

Reference should be made to the shipper’s invoice to 
see that the goods invoiced are not of a lower value thsm the 
amount represented by the bills of exchange Merchandise 
of a speculative nature is generally avoided by bankers 

Certificates of origin or consular certificates depend 
upon the Customs regulations and reqmrements of the 
various ports m the countnes to which the goods are 
shipped, and it is impossible to indicate any hard and fast 
rules concerning such documents the banker negotiating 
the bills IS expected to acquaint himself with the conditions 
before operating 

There is one other document which bankers require 
persons from whom they purchase these documentary 
bills to sign , it IS called a letter of hypothecation At 
one time it was customary to insist upon a letter of 
h5q)othecation’s accompan5nng each set of bills drawn 
under a documentary credit, but in order to facilitate 
business this rule has of late years been relaxed, and it 
IS now usual to obtain a general letter of hypothecation 
covenng all the biUs which may from time to time be 

purchased from the exportere 

The terms of this general letter of hypothecation are 
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fairly comprehensive, and give the banker full power to 
deal with the relative collateral secunty at the port of 
destination He is empowered, if circumstances render it 
necessary, to insure the goods against both fire and sea 
nsk, store them, and take all such care of the goods as he 
would if they were his own property, all, be it understood, 
at the expense of the drawer of the bill Provision is 
also made to cover cases where conditional acceptance is 
taken Finally, if the freight remain unpaid, or if the 
acceptor of the bill default, the banker is authonzed to sell 
all or such part of the goods as may be necessary to hqui- 
date the amount he has advanced, and if the proceeds of 
sale be insufficient to pay the amount of the bill or bills, 
he has the power to draw for the deficiency on the persons 
who signed the general letter of hypothecation It will 
be realized, therefore, that the bs^er seeks to protect 
himself to the utmost , yet in spite of all these precautions 
losses are made, especially where the parties concerned 
become insolvent and the goods do not reahze the amount 
for which the bills have been drawn 

Bills under London Acceptance Credits. 

Now we come to the bills drawn under the London 
acceptance credits In this instance, the bill is not sent out 
of the country, but is accepted in London by the banker 
who has opened the credit with the documentary credit 
the bill IS drawn on the importer abroad and accepted by 
him when presented there by the banker, who then retains 
It until date of matunty or else gets it discounted on the 
market The biU accepted by the banker under the 
London acceptance credit is returned to the drawer, who, 
of course, promptly turns it into cash in England 

There is no difference in the actual shipping documents 
which form the basis for the drawing of a bill under the 
London acceptance credit , they are similar in all respects 
to those which accompany a bill drawn under a docu- 
mentary credit, but it should be noticed that a letter of 
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b3rpothecation is required for each shipment financed 
through the bank in London a general letter of hypo- 
thecation covenng a senes of shipments is not usuiily 
taken in the case of the London accepting credit. It 
must also be remembered that where the bills are negotiated 
under a documentary credit, the proceeds of the bills are 
under the control of and actually obtained by the banker 
or his agent , consequently he is able to secure the exchange 
profit on the homeward remittances It is not so with 
the London acceptances. Although the goods are more 
or less under the control of the banker, and the consignees 
are said to hold the proceeds of sales in trust on behalf 
of the banker, it by no means follows that the banlcer ever 
secures control of the funds, although m theory he is 
supposed to do so All the consignee is bound to do is to 
see that the remittances are sent home to London in time 
to reimburse the banker for the amount of the bill he has 
accepted and will have to pay at due date For this 
purpose the consignee is bound in most cases to remit the 
amount by telegraphic transfers or approved bank bills of 
exchange on London, and these he may purchase abroad 
where he likes , the business generally goes to the exchange 
banker quoting the finest rates for making the remittance. 
Although the accepting banlcer in London tries to stipulate 
when making the contract that the resulting exchange shall 
be passed through his foreign branch if rates are equal to 
those quoted by his competitor, it frequently happens that 
the remittance even then is made through other channels 
Sometimes, however, the banker is able to obtain control 
of the counter remittance He gets the exporter to draw 
two bills the first will be the bill which is drawn on and 
accepted by the banker in London , the other is drawn by 
the exporter on the importer, and is attached to the ship- 
ping documents It is sent out through the banlc for collec- 
tion, and the proceeds are eventually used by the bank 
in retirement of the bill it has previously accepted 
The various methods just described are those in force 
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With the foreign and Colonial branch banks in London, 
but the practice adopted by the London joint stock 
banks who accept bills in London for their chents is very 
similar In the case of a London bank wth no foreign 
branches, however, the only thing to be done is to send the 
documents to the foreign centre through one or other of 
the foreign banks estabhshed in London If two bills are 
drawn, the procedure will be simple, for the foreign banker 
will merely collect the one attached to the documents 
for account of the London bank and remit the proceeds 
in due course Where documents are sent forward without 
a biU, the instructions to be followed by the foreign bank 
will be embodied in a letter, and in this latter case there is 
obviously not the same control over the collateral security 
as there is where a second bill is drawn and sent for 
collection 

A practice to be condemned is that by which some 
London banks finance their clients’ foreign shipments by 
accepting bills in London, and then allowing the exporters 
themselves to send the shipping documents forward to the 
consignees By losing control of those documents the 
banker has absolutely no secunty for the payment of the 
bills he has accepted, and if funds are not forthcoming 
at maturity, the banker will have to pay the bills himself 

Currency Bills. 

All the bills we have referred to in this chapter are 
understood to be in sterling Currency bills come under 
a different category They are both purchased and sent 
for collection by the bankers If sent for collection, the 
drawer awaits advice of payment from the banker, who 
will ultimately remit him the proceeds The currency 
bills the banker purchases outnght are taken on the joint 
secunty of the drawer, drawee, and endorsers, if any, 
and the banker wiU pay due regard to the financial standing 
of aU parties they are all jointly and severally hable on 
the bill until payment has been made to the banker 
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METHODS BY WHICH EXPORTERS OBTAIN PAYMENT FOR 
THEIR PRODUCE— PARTIAL DELIVERIES , MARGINAL 
DEPOSIT RECEIPTS AND TRUST RECEIPTS — BILLS ON THE 
FAR EASTERN COUNTRIES 

Riches, it is said, are like sea-water the more you dnnk 
the thirstier you become We may with reason apply 
the simile to the exporter, for the greater the credit facili- 
ties he gets from the banker, the more eager will he 
become to find a cheaper way to finance his produce . it 
matters not what credit system the banks evolve, the 
trader will always be ready to offer suggestions for a more 
economical way of carrying out the banlcers' proposals 
The outcome of all this bargaimng is that the large firms 
are able to get their business done at the very lowest 
rates, while the smaller houses have to be content with 
less advantageous terms the smallness of the exchange 
banker’s profit in the one case is offset by the magnitude 
of the operations he puts through, and in the other he looks 
upon the higher return as a compensation or insurance 
for the greater nsks he runs Financial standing and 
responsibility count for everything We have seen how 
the transactions m a general way are earned out, and we 
may now proceed to examine more closely the various 
methods by which the exporters to the more important 
countnes seek to obtain pa5nnent for their commodities 
at a minimum cost to themselves 

Opinion Lists and Credit Lists. 

It IS apparent that this bill finance is a business which 
requires expert and extensive knowledge, not only of 
money-changing, but also of men and things The foreign 
banker, or for that matter, any other banker who does 
exchange business, is bound to keep at his finger-ends the 
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Standing and mm ale of every firm for whom he accepts 
bills, or to whom he makes cash advances on the secunty 
of bills of exchange, and this necessitates the keeping of 
special books, or card mdices, called " Opinion Lists,” 
which form, so to speak, the financial history of his clients 
In the old days such confidential records givmg the financial 
position of the various firms were never kept in written 
form , each exchange broker or banker preferred to rely 
solely upon such facts as he could keep in his own mind 
The system did not exactly cause chaos, but it led to trouble 
when the man whose sound knowledge of the parties to bills 
of exchange happened to be away from the office, and in 
the event of his retirement or death, his successor usually 
experienced difficulty in picking up the threads of this 
very essential part of the business In the course of time, 
therefore, most banks and finance houses found it expedient 
to start these special reference books, and the practice 
IS now a very general one They do not replace the well- 
known credit lists, such as ** Seyd’s,” or " Bradstrcet’s 
Ratings,” but are supplementary to those useful com- 
pendia of commercial information Each banker gets to 
know what reliance may be placed on his own clients, and 
a comparison of notes between the banks enables each one 
to make a dear estimate of the amount of accommodation 
which can safely be given to exporters and importers In 
the bankers' opimon lists each customer is accorded a 
certain classification, or credit worth, and the banker is 
guided by these details when dealing with the sellers of 
foreign bills Naturally, the financial standing of a mer- 
chant governs to a large extent the credit facilities he 
enjoys, and when he applies to a banker to finance his 
shipments, or to buy his bills, the relative soundness of 
his position not only influences the rates of exchange at 
which his bills will be bought, but also governs the total 
amount which the banker will buy or accept The position 
of the drawee also must be taken into account When 
the drawers of a bill of exchange are financially strong 
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and the drawees prompt m settling their engagements, 
the banker will pay more for the bills than he would where 
the parties are comparatively weak. 

These, then, are a few of the reasons which prompt the 
bankers to keep properly chronicled, up-to-date informa- 
tion as to all persons who maybe expected to come to them 
for accommodation , and beanng these points m mind we 
may continue our investigation into the methods of finance 
peculiar to the different classes connected with the export 
trade 

Financing Outward Shipments. 

London Bankers’ Acceptances There has been a 
marked tendency of late years to finance outward ship- 
ments by means of London bankers* acceptances, and the 
reasons the exporters prefer this method to the more direct 
plan of drawing bills on the importeis are soon explained 
in a word, it is cheaper When the London banker accepts 
a bill, the merchant or exporter can sell it under discount 
forthwith and so receive his money for the shipment , 
he wants liquid capital in his business, and consequently 
cannot afford to keep the bill until maturity, since by so 
doing he would defeat the whole object of the operation, 
which is the saving of interest If he sends a documentary 
bill for collection he must wait until the bill has arrived 
at Its due date abroad before he can hope to receive the 
amount due to him, but a banker’s acceptance, if he can 
get it, obviates that delay Even where the banker makes 
an advance on documentary bills, it often suits the exporter 
better if he can prevail upon the banker to accept bills in 
London It is, of course, the saving of interest which 
really malces the business attractive, and it follows that 
financing by means of bankers’ acceptances will be resorted 
to only when money is cheap on the London market 
For example, if a merchant can get a four months’ banker s 
acceptance discounted in London for about 2 per cent , 
that will be much cheaper finance than drawing a bill on 
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the importer at three months' sight, as in the latter case 
the exporter will be out of his money dunng the time the 
bill IS on the water, plus the period it will be running after 
acceptance, to say nothing of the exchange charged and 
the bankers’ commission These charges are also a factor 
to be reckoned with in the case of sterhng bills against 
which the banker makes an advance under a documentary 
credit 

The most stnlcing instance of the comparative economy 
of the two methods is to be found in the case of shipments 
to India, China, and the East Documentary bills upon 
which the bankers malce advances m London contain a 
clause to the efiect that they are payable at the vanous 
banks’ buying rate for demand bills on London, plus 
interest at, say, 6 per cent from the date of the bill until the 
approximate date of arrival of the proceeds in London 
These are called interest bills, and the following is a 
specimen of the kind of bill drawn 

EXCHANGE FOR £100 

22, Anchor Street, 

London 
10//; June, 19 

At sixty days after sight pay this first of exchange 
{second unpaid) to the order of the Indian Bank, the sum 
of £100 {one hundred pounds sterling) Payable at the 
Indian Bank’s drawing rate for demand bills on London 
with interest at 6 per cent per annum added thereto from 
the date hereof to approximate due date of arrival of the 
remittance in London — value received *■ 

A Buggins & Co 

To C Dollar & Co, 

Calcutta 

* The interest clause sometimes reads " Payable at drau'ee’s 
option at the A B Bank's dra-wmg rate for demand drafts on 
London or at their telegraphic transfer rate on London with 
interest," etc 
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A companson between the charges on one of these bills 
and those on a banker’s acceptance in London, shows the 
advantages of the one over the other Take for example 
a documentary bill bearing the interest clause, drawn on 
Madras for £500 at three months' sight. The interest 
may be calculated approximately for 120 days, which 
allows for the tenor of the bill and the time taken to get 
the proceeds back to London Assuming interest to be at 
the rate of 6 per cent. 

£ s d £ s d 

the 120 days at 6% on ;^500 would equal 9 17 3 
to which must be added the Indian 
stamp duty 5 0 

10 2 S 

A bill drawn under an acceptance credit on a London bank 
would be for the same penod — 

120 days, say, 4 months' sight, the acceptmg com- £ s d 
mission may be taken as 1J% per annum — 

1J% per annum on ;g500 for 4 months 2 10 0 

Discount on ,^500 for 4 months, say, 2% 3 6 8 

Stamp duty 5 0 

£6 1 8 

This shows plainly how much cheaper the business can 

be financed by taking a London banker's acceptance 
When money is dear, however, and the rate for discounting 
a four months’ sight bill is, say, 4 per cent, firms will 
revert to interest bills, as there will be no appreciable 
saving on the acceptance transaction 

As far as the foreign banks are concerned, they, of course, 
prefer the interest bills, but although there is a higher 
yield on such paper, we have still to remember that a 
banker often advances the greater part of the amount 
represented by a documentary bill, while with an accept- 
ance he advances nothing His only nsk is that proceeds 
may not be forthcoming at matunty, and it is for this 
nsk he charges the small commission of per cent The 
commission, small though it is, returns a very satisfactory 
profit if operations run into large figures, but even takmg 
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that mto consideration, one may still be inclined to ask 
why It IS that the banker is prepared to make himself 
liable on acceptances for such a tnfling commission We 
have already shown that a bank’s foreign agents are, in 
most cases, fully empowered to control the collateral 
secunty, and as in practice they keep a sharp eye on the 
disposal of the merchandise the nsk is reduced to a 
minimum There is, however, a further point to be con- 
sidered, which IS not present in the ordinary inland bills — 
the question of exchange The foreign banker expects 
to make a profit on the exchange in the currency of the 
two countries when remittances are sent here to meet 
bills matunng If, therefore, the banker does not get 
a share in the exchange business, the return on the opera- 
tion hardly seems commensurate with the nsk involved, 
small though it be 

Apart from these sot'dtsaiU London acceptances, there 
are several details which call for attention in the docu- 
mentary bill business with the East Bills on Eastern 
countnes are drawn at vanous usances, from one to six 
months’ sight, and it never seems to be clear to some 
people why a banker should prefer bills beanng the interest 
clause to be drawn for short penods only If, it is argued, 
a bill IS drawn at six months' sight, and it bears 6 per cent 
interest from the date of the bill until the counter remittance 
amves in London, surely that is better for the banker than 
if the bill IS running for a much shorter time, say, one 
month Long dated paper is, however, unsuitable to 
the exchange banker Suppose he buys a bill on Shanghai 
at one month's sight, the bill takes one month on its ) oumey 
out, and if accepted will be paid in Shanghai two months 
after leaving London The funds received from the 
encashment of the bill at matunty must be remitted by the 
banker to his chent, and this remittance takes, say, another 
month, which will have to be added to the other period 
to be charged, thus making three months in all as the time 
for which interest at 6 per cent will be added to the amount 

x8— (B X 5 SS) 
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of the onginal bill drawn from London on Shanghai. The 
reason the banker would rather take these bills at short 
usance m preference to the long-dated paper is now easily 
explained the banker must keep a proportion of his 
funds hqmd for the purpose of purchasing homeward 
remittances, and if his money were locked up m bills 
payable six months after sight (eight months in all), there 
would be a difficulty m meeting demands from those 
wishing to send money to England To tie funds up in 
long usance biUs would, m fact, defeat one of the first 
pnnciples of exchange banking, which is to keep funds 
liquid It IS also manifest that the exchange profit to be 
denved from an investment m homeward remittances 
will generally be greater than the return obtainable if 
the money is left m six months’ interest bills 
Marginal Deposit Receipt As we have said before, 
a banker is not always prepared to advance the full amount 
of the bills It often happens that exporters to the East, 
and also the importers upon whom bills are drawn, are not 
of sufficient standing to ment extensive credit facilities, 
and although bankers are wilhng to negotiate a fair 
amount of the exporter’s bills, m the case we are considenng 
they usually endeavour to limit their risk by retaining a 
margin on each bill negotiated Suppose the drawer 
offers a biU for £100, the banker will advance 75 per cent 
and issue a marginal deposit receipt for the remaining 
25 per cent, and a similar deduction will be made from each 
bill passed through the bank Interest, at an agreed rate, 
is allowed on these margins from the time the bills are 
received by the bank until the net proceeds are remitted 
from abroad, and then, if all bills running are duly honoured 
and there is no deficiency, the full amount of the margin, 
plus interest, will be paid over to the chent 
Where interest bills are drawn it is customary to allow 
interest on the marginal deposit at the same rate as that 
called for in the bills It would obviously be unfair to 
collect and retain, say, 6 per cent on a bill for £100 from 
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the drawee, M’hen only 05 had been advanced to the 
drawer m London, so what the banker really docs is to 
obtain the full interest on the £100 from the drawee abroad, 
and then when the proceeds arc remitted to England, 
make o\er to the drawer the interest on the £25 which he 
holds as margin against the payment of the draft 

It IS usual to stipulate in the marginal receipts that the 
deposits are held against “ bill or bills running,*’ and m 
general the amount wall not be released until all bills have 
been met 

On tlie face of it this system appears to afford sufficient, 
if not ample security to the bankers who advance against 
the bills of exchange, but where unscrupulous persons are 
concerned it is open to abuse Once an exporter knows 
the amount which will be ad\ anced against his paper, there 
is nothing to pre\ent his invoicing the produce at a pnee 
to cover the 25 per cent margin, and then drawing his 
bill of exchange m conformity Unless the banker has 
an expert knowledge of the commodities shipped, he cannot 
tell the exact pnee, and although he advances what pur- 
ports to be 75 per cent of the invoice value, it is plain that 
he IS actually paying the exporter the full amount of the 
bill, as the goods are in\ oiced at 25 per cent in excess of 
their real value For the successful operation of this 
malpractice, some collusion between importer and ex- 
porter IS probably necessary, though it by no means follows 
that the importer is always a party to the deception, which 
sooner or later is bound to come to light 

Bills for Collection In the case of bills, documentaiy 
or clean, sent for collection, there is no nsk to the banker 
He merely sends the paper forward to his Eastern branches 
and follows the instructions given in the letter which 
accompanies the documents when delivered to him in 
London by the drawer , if the documents are to be handed 
over to the Eastern importer against acceptance, he will 
pass them on to the drawee when the bill is completed, 
but if his instructions are not to part with them until 
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payment is made, the bill is simply presented for acceptance, 
and if not then paid, is held attached to the documents 
until it suits the importer to take them up In the mean- 
time the goods will be warehoused, and when the importer 
eventually retires the bill and takes delivery, the proceeds 
wiU be remitted to London, either by mail or by telegraphic 
transfer, at the option of the drawer of the bill, and finally 
paid to him less the banker's commission and charges If 
the exporter’s instructions are “ all charges to be paid by 
the drawee,” the banker will collect them at the time the 
bill IS paid in the East, and m that case the exporter will 
receive the net amount for which his biU is drawn 

In connection with the documentary bills drawn under 
the various forms of credit we have previously discussed, 
there are one or two customs which seem to be entirely 
for the benefit of the importer, and it is as well to mention 
them here 

Documents on Payment We will take first the case 
of a bill drawn on an importer for, say, £300, at three 
months’ date, marked ” documents on payment ” If on 
presentation the importer is not m a position to pay the 
bill, he merely accepts it and returns it to the banker 
What the banker then does is to warehouse the goods 
either in his own warehouse, or m some neutral storage 
place, and here they are supposed to remain until the bill 
IS paid. In the East, however, and often elsewhere, it is 
customary to allow the importer to take dehvery of a 
portion of the goods against part payment of the bill 
these partial dehvenes continue until he has sold the whole 
shipment, and when the last portion is taken away the 
banker is supposed to have received the total amount due 
on the bill 

This practice might be very simple and satisfactory if 
only one bill were drawn, but where, as is frequently the 
case, a number of drafts are running and a large amount 
of produce is m the hands of the banker, the danger is 
that the acceptor of the bills may pay for and take dehvery 
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of those goods winch command a ready market If allowed 
to do this, he sometimes retires the bill drawn against the 
particular consignment of which he wishes to obtain 
possession , at other times the proceeds of sales will be 
placed against the first bill matunng, and as a result the 
banker may finally find lumself left wth a depreciated 
and inadequate security, which by no means represents 
the value of the bills of exchange he has still on his hands 
The confusion becomes worse confounded if the respective 
shipments are not kept stnctly separate, as there will be 
a tendency for partial deliveries to be taken of a number of 
consignments, and no matter whether the first or last bill 
be retired, the bank ivill eventually be left with a 
conglomeration of merchandise of doubtful marketable 
value 

No matter how careful the banlcer or his agents are, 
they cannot always tell whether the importer is taking 
out goods in proportion to the payment he makes. For 
example, a bill might be drawn for £500 against 100 cases 
of goods , if the banker is asked to deliver fifty cases and 
receives pa 3 mient of half the amount of the bill, £250, 
it IS possible for the importer to take cases, the contents 
of which are worth £350, and leave the banker with the 
remaining fifty cases, which, although they are supposed 
to be secunty for the balance of the bill, are in reality 
worth only £150 

There is then the case where the banker delivers the 
complete set of shipping documents on acceptance of the 
bill by the importer here he undoubtedly parts with 
the whole of his collateral secunty, and, apart from the 
safeguard which the several letters of hypothecation 
we have mentioned are to him, the banker’s only means 
of protection is to obtain from the importer a trust 
receipt The mere mention of this document is a reminder 
that it is one of the instruments used in foreign exchange 
banking which ought to be thoroughly explained to the 
reader 
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Trust Receipts Shorn of all its technicalities, the 
trust receipt is simply an undertaking which the acceptor 
of a " Documents on Payment ” bill m a foreign port 
signs m order to obtain delivery of the goods before he has 
paid the bill He recogmzes the bank's lien on the mer- 
chandise, and undertakes to sell it and to pay the proceeds 
into the bank as soon as received 

In many cases the drawees are permitted to store the 
collateral secunty m their own warehouses, but m some 
places the banks have their own storage accommodation 
(“ go-downs,” they are called in the East), which enables 
them to exercise some sort of a check on the dehvenes. 

The custom of dehvenng goods under trust receipt 
seems to have ongmated in Amenca, where the law 
recognizes to a far greater extent than elsewhere the 
bank’s property m the goods after they are given up 
to the acceptor of a bill As a matter of fact, a drawer 
of a bill from this side will rarely authonze dehvery under 
trust receipt, and the banks abroad more often than 
not take the responsibility themselves, which means in 
effect that they part with the goods contrary to the instruc- 
tions of the drawer, to whom they are then, of course, 
responsible for the ultimate payment of the bill representing 
the value of the shipment The whole thing in principle 
amounts to this the difference between having a five- 
pound note in your pocket and another man's owing it to 
you , and although the system is good enough where the 
acceptor is perfectly trustworthy, yet, so long as human 
nature is what it is, difficulties will always anse, and from 
the standpoint of Bntish banking we have no hesitation 
in sa5ang that trust receipt facilities are open to grave 
objection 

The fact remains, however, that with bankers abroad 
the trust receipt is a p%s oiler It frequently happens at 
a foreign port that there is no public storage accommoda- 
tion, and if the bank does not possess its own warehouses 
it IS practically obliged to dehver the merchandise to the 
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acceptor of the ball against bis signature to a trust receipt 
Even where pubbc warehouses or go-downs do exist, the 
system of storing the collateral secunty in them is not 
liked, since in many places there is notlung to prevent 
one dealer’s inspecting the other person’s property and so 
getting a clue to the quahty of produce slupped and the 
source of supply However, as we have pointed out, the 
banks do sometimes surmount this difficulty by building 
or leasing their own warehouses, and if they desire to 
avoid the disputes which occasionally arise when trust 
receipt facilities are given, the remedy is obvious 
There is tins much to be said for the system it enables 
the importers to deal with merchandise immediately it 
amves , sometimes, too, the bank does not run great 
nsk, as the importer has frequently sold the goods against 
payment on dehvery In this case he wiU give the bank 
details of his sale and will sign a trust receipt agreeing to 
collect the proceeds from his buyer and pay them over 
to the bank immediately But if the merchandise is not 
sold and the banker allows it to be stored in the importer’s 
own warehouse in exchange for a signed trust receipt, he 
IS in a similar position to a person walking through a great 
wood the walker cannot see the lea\ es of the trees, and 
the banker cannot see the goods over which he ought to 
have control, consequently the importer is at hbertj' to 
deliver how, when and where he likes To guard against 
this contingency some bankere only ddiver the relative 
documents against trust receipts to enable the importer 
to store the commodities in a neutral warehouse in the 
banlc’s name The receipt, which the owners of the store 
issue, IS held by the banlcers, and subsequent delivenes 
can then be made only under the cognizance of the bank 
The financial responsibility of the importer is the factor 
which counts in all trust receipt facilities, and unless the 
banker has confidence in the position of the importer the 
accommodation cannot safely be pven 
The several practices we have ]ust enunciated are in 
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operation m many countries besides those Eastern centres 
we have indicated The trust receipt system, for example, 
is said to have been evolved in the United States, but some- 
thing akin to it IS seen m the cotton and woollen manu- 
facturing districts of England, where it is no uncommon 
thing for the raw matenal to be delivered on the signature 
of a trust document before the bills of exchange are paid 
As one of the bankers remarked to the wnter, it would be 
a clever banker who could pick out his own secunty once 
the shipment had reached the mills of the manufacturers 

Needless to say, there is always a vast quantity of mer- 
chandise also stored m the London dock warehouses, and 
the same difficulties which anse abroad occasionally present 
themselves here Bills of exchange drawn on London 
importers are constantly arriving from foreign countries, 
and if the banker is instructed not to dehver documents 
except on payment, he will have to take delivery of the 
goods and warehouse them until the drawee is m a position 
to pay the accepted bill If the importer who has accepted 
a “ documents on payment ” bill, desires to obtain pos- 
session of the merchandise before matunty of the instru- 
ment, he can, of course, do so by paying the bill, and in 
that case the banker will allow him rebate on the amount 
of the bill for the unexpired penod at J per cent above 
the London joint stock banks’ rate of interest for short 
deposits 

Partial Deliveries Partial dehvenes, except in rare 
instances, are not made m London, but some banlcers do 
permit the importer to have the documents of title to the 
goods on the deposit of satisfactory secunty or against 
the guarantee of other parties of repute However con- 
venient this system may be to the importer, it cannot be 
regarded as suitable to the exchange banker, who, by his 
own act, ties up funds which could have been utihzed to 
better advantage in financing any outward business 
offering It is plain that as long as the banker holds the 
accepted bill with documents attached, there is some 
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incentive for the importer to make early payment in order 
to be able to deal with the shipment, but once he is allowed 
to obtam possession of tlic documents agamst the deposit 
of secunty, the mcentive to take up his bill is gone, and the 
chances are that he wll make no effort to pay it until the 
date of matunty , the banker will thus be out of his money 
dunng the whole time the bill is runmng, for, as we shjdl 
see later on, these " Documents on Payment " bills are not 
usually discountable 
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DOCUMENTARY BILLS ON AUSTRALIA, SOUTH AFRICA, 
THE UNITED STATES OF AMERICA, SOUTH AMERICA, 
CENTRAL AMERICA, AND OTHER COUNTRIES 

Within the hunts of this volume it is obviously 
impossible to descnbe the bills drawn on every country, 
but it will be sufficient for aU practical purposes if we 
confine our attention to the paper current between London 
and some of the more important foreign and colonial 
centres We have seen how business is transacted with 
the East , let us here extend our operations to the 
Australian continent. 

Australasia. 

The period for which bills are drawn vanes from sight to 
120 days' sight, but nowadays the majonty are drawn 
at sight 

The Austrahan and New Zealand banks purchase or 
negotiate for the full value bills drawn on Austraha and 
New Zealand Most of the bills of exchange negotiated m 
London are drawn m sterhng and contam the clause, 
"Payable with exchange and stamps as per endorsement " 
The exchange is fixed at the time of negotiation and not, 
it should be noted, at the tune of payment of the bills In 
view of the misunderstandmg that sometimes anses, banks 
at the present time endeavour to get their customers to 
amend this clause to " Payable with exchange at time of 
negotiation and stamps as per endorsement," and where 
this is done disputes are avoided 

Bills for collection are usually drawn m sterhng with a 
clause “Payable with all charges for a sight draft on 
London " Occasionally the homeward remittance is made 
by currency draft, that is, m Austrahan pounds, but this 
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method is rarely used at the present tune The general 
practice, where no mstructions are given regarding proceeds 
of bills, IS to remit to London by sight draft 
The Austrahan and New Zealand banks do not make 
advances in London against bills forwarded for collection 
A few words may be said m regard to bills draivn in the 
reverse direction, that is, Austraha on London Most of 
these bills are purchased outright by the banks, and a very 
large number of them are drawn under the authority of 
credits estabhshed m London and advised out to Austraha 
The bills are mvariably drawn m sterling, with an exchange 
clause added, they are not draivn m Australian pounds 
It IS the general practice, too, where bills are drawn on 
London, to dehver documents agamst payment only, 
except of course, to banks and acceptmg houses 
There has been an mterestmg mnovation of late years 
which IS worth notmg It arises in connection with wool 
shipments, which are now financed by means of telegraphic 
transfer drawmgs under the authonty of Letters of Credit 
estabhshed m London This is probably due to the fact 
that importers m the United Kmgdom have money lying 
idle, or perhaps earning only a very low rate of interest 
The usual procedure is to have a Letter of Credit opened, 
which provides for drawmgs either by tdegraphic transfer, 
or by sight bills, or 30 or 60 days' sight bills In the case 
of telegraphic transfer operations, the drawer or shipper 
m Austraha hands the documents to a bank there, who 
pay him the Austrahan funds requued forthwith The bank 
then telegraphs to its London office to collect the necessary 
sterhng from the importer in London The documents of 
title to the wool foUow by ordmary mail, and are, of course, 
handed to the importer m London immediately on receipt 

RATES OF EXCHANGE 

Exchange rates are now fixed by the Commonwealth 
Bank of Austraha, and the foUowmg examples may be 
noted All transactions axe based on £100 — m London 
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Selling Rates on Australia — 


Demand Drafts and Mail 
Transfers by Air Mad or Cable Transfer 
Ordmary Mail 

£100 London = £125 Is 3d Australia £125 Austraba 


Buying Rates on Australia Bills on Australia aie 
j^urchased on the basis of £100 — ^London, as follows — 

If sent by Ordinary Mail If sent by Direct Ail Mail 

Demand £126 7s 6d Australian £126 25 6d Austraban, plus postages 

30 days’ sigbt £126 17s 6d Austraban £126 12s 6d Austraban, plus postages 

60 days’ sight £127 7s 6d Austraban £127 2s 6d Australian, plus postages 

90 days’ sight £127 17s 6d Austraban £127 12$ 6d Austraban, plus postages 

Bills for Collection (Clean and Documentary) In 
addition to exchange between Australia and London, 
commission at 7s 6d per cent, mmimum Is , is charged 


Exchange Rates — Australia on London 


! 

Buying 

Cable 

Transfer 

Sight 

1 

30 days’ 1 
sight 

60 days’ 1 
sight 

90 days' 
sight 

Direct Air Mad 
Ordinary Mad 


£ s d 
124 16 3 
124 13 9 

£ s d 
124 10 - 
124 7 6 

£ s d 
124 5 - 
124 2 6 

£ s d 
124 - - 
123 17 6 


The banks bear the cost of British and Foreign Bill 
Stamps on bills purchased m Australia 



£ s d 

£ s d 

£ s d 

£ s d 

£ s 

Selling 

125 10 - 

125 8 9 

125 6 3 

125 3 9 

1 

125 1 


Letters of Credit No charge is made for estabhshing 
Letters of Credit to finance shipments from Austraha Bills 
are purchased m Austraha at the rates of exchange quoted 
above 

South Africa. 

Our survey would not be complete without some refer- 
ence to South African banking procedure The South 
African banks both buy and sell exchange in South Afncan 
currency, the rates quoted, as we explamed in a previous 
chapter, bemg from sight up to 120 days’ sight 
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In some cases it is the custom for vanous clauses to be 
mserted m bills of exchange For example, on Beira bills 
are required to contain the clause “Bntish sterhng payable 
m local currency at the bank’s current selhng rate for 
demand drafts on London plus stamps ” 

Then, suppose an exporter's bills on EhzabethviUe are 
negotiated through the Standard Bank of South Africa, 
they would be required to contam the followmg clause 
"Payable at the Standard Bank of South Afnca, Ltd, 
current selhng rate for demand drafts on London wth 
interest at 6 per cent per annum from the date hereof to 
approximate date of arrival of the remittance of proceeds 
m London, plus stamps ” 

The South Afncan banks negotiate exporters' bills 
drawn under the vanous credits we have previously enu- 
merated they also purchase biUs offered purely on the 
standing of the names appeanng on the paper, each bill 
being judged entirely on its ments If staple articles of 
merchandise are shipped, and the drawer and drawee are 
first-class people, the banlcer will advance the whole 
amount of the bill, but if he considers their financial 
responsibility does not warrant the full extent of the 
accommodation, or goods of a penshable or speculative 
nature are being exported, only about 75 per cent of the 
amount for which the bill is drawn will be advanced 
It should also be noted in the case of these African bills, 
that it IS the custom for the exporter to include the exchange 
in his invoice for the shipment, and then draw his bill for 
the full amount of the invoice 
When bills are sent for collection through the South 
African banks, sometimes the drawee pays the extra 
exchange and charges, and on other occasions they are borne 
by the drawer , it is generally a question which is settled 
by the importers and exporters themselves, and the banker 
either collects the amount of his commission, etc , from the 
drawee, or else deducts it from the remittance which is made 
to the exporter m final settlement of the bills at matunty 
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In each class of bill documents are given up on acceptance 
or pa 5 nnent on the usual conditions 
The proceeds of bills negotiated, or, as some banks call 
them, bills remitted, are utihzed by the banks for the 
purchase of paper and telegraphic transfers offering in 
South Afnca drawn on London 
As regards bills for collection, the proceeds are remitted 
home at the current rate for demand bills and/or tele- 
graphic transfers on London, according to the arrangements 
made between the vanous operators 
The foUowmg specimen gives in a convenient way some 
idea of the form homeward bills take 

No. . Pretona, Is^ May, 19 . 

EXCHANGE FOR £200 

Three months after sight of this first of exchange [second 
of the same tenor and date being unpaid) pay to the order 
of the A B Bank the sum of £200 [two hundred pounds 
sterling) value received, and place the same to account of 
thirty boxes of ostrich feathers shipped per ss " Union 
Castle” to London 

To Messrs Blank & Co , f.C Kruger & Co 

Nile Street, 

London 

It should be noted that all the Afncan banks now 
pubhsh hsts of rates at which bills will be negotiated, and 
as these may be had on apphcation, they form a useful 
gmde to merchants and traders with South Afnca and 
adjacent countnes 

U.S.A. 

We now come to the Amencan Continent, and as con- 
ditions with the United States are so well known, little 
need be said about the practice there Amencan banks 
until qmte recently were precluded from opening branches 
m other countnes, and m consequence the bill business 
was almost entirely m the hands of the Bntish and Colonial 
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banks and finance houses This restnction has, however, 
now been removed, and we now have American banks m 
active competition with our mstitutions m London The 
issue of dollar credits and dollar bills, however, has not 
been an unqualified success Ihere is still an overwhelm- 
ing preference for the "bill on London," which is the 
mtemational medium of exchange “ par excellence ” 
Apart from demand bills the most common usance for 
bills drawn from Great Bntam is sixty days’ sight, although 
mnety days’ sight bills are also constantly seen The 
prmcipal centre upon which the bills are drawn is New 
York, and documents are given up both on acceptance 
and on payment, subject to the conditions we have men- 
tioned ivith other centres *111616 is, however, a very large 
number of biUs drawn and negotiated under the several 
credits mentioned, which never reach the United States 
arrangements are made for the issue of the commeraal 
credits from London, and when shipments are sent to the 
United States from many foreign countnes, the relative bills 
are drawn on and accepted m London by London banks and 
accepting houses To these institutions the drafts with 
shippmg documents attached are sent, and if everythmg be 
in order, the bills are accepted and retamed m London, 
while the documents are at once sent forward to New York 
to rehable agents of the London banks It is then a ques- 
tion whether to dehver them to the American importers on 
or before pa3mient Generally speakmg, if the bail’s corre- 
spondents are satisfied as to the financial responsibihty of 
the importers, the documents will be handed over on an 
undertaking to pay to the bank the proceeds of sales as soon 
as received Trust receipt facihties in the United States, 
we need hardly say, are the rule rather than the exception! 
and as the trust dehvenes are extensively practised, it is 
often found difficult to discnminate between particular firms 
Bills are, of course, drawn direct, and not infrequentlv 
bear the clause " documents on payment,’’ and if a cheat’s 
instructions to this effect are ignored and documents are 
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delivered on acceptance, the banker practically takes the 
responsibility on his own shoulders As a matter of fact, 
trust receipt facilities have become so much a part and 
parcel of the Amencan system that it is doubtful whether 
the practice will ever be eradicated The custom doubtless 
onginated when few bills were drawn on New York the 
maojnty of the drafts for Amencan slupments from all 
over the world were drawn on London first, owing to 
the fact that no discount market existed in New York, 
and, secondly, because the names of Amencan drawees were 
so little known abroad that even where bills were drawn 
direct they were hard to negotiate In these circumstances, 
the banking authonties in the United States seem to have 
instituted the trust receipt system to save themselves 
the trouble of carr 3 nng the heterogeneous collection of 
bills of lading and other documents which were constantly 
amving from other centres without bills m any shape or 
form being attached The extension of discount facihties 
under the Federal Reserve system m Amenca of recent 
years, has brought New York more mto hne mth London 
and other monetary centres Bill and discount finance may - 
m time, therefore, mihtate agamst the trust receipt system 

The counter remittances to Great Bntam are often made 
by means of sixty days’ sight bills, but both demand and 
telegraphic transfer remittances are largely in evidence 

South and Central America 

The foUowmg is a bnef summary of the exchange condi- 
tipns at present obtammg m the various centres of South 
and Central America 

Argentine It is essential for importers to procure a 
prehmmary Import Permit from the Exchange Control 
Board, which must be produced m order to obtam official 
exchange for payment of the goods If this permit is not 
obtamed, payment can be effected only at the free market 
rate, with a surcharge equivalent to 20 per cent of the 
official rate 
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The usual term of credit is 90 days and bills are invariably 
paid at the sight rate on London Documents relatmg to 
usance bills are dehvered agamst acceptance and of sight 
bills agamst provisional payment in local currency, pendmg 
the issue of exchange by the Control Board, which is 
available after the goods have been cleared from the 
Customs 

Protest of bills of exchange for non-payment must be 
effected, at the latest by 3 p m the day foUowmg matunty 
Uruguay Importers are required to apply for a permit 
before placmg their orders abroad, and when this permit is 
granted they must deposit 20 per cent of the value of the 
goods withm fifteen days, failmg which the permit lapses 
Pnor payment must be effected either m cash or by 
means of a forward exchange contract before the goods 
can be withdrawn from the Customs The permits usually 
stipulate the type and percentage of exchange which wiU 
be allowed for the pa 3 mient of the goods 
The usual term of credit is 90 days’ sight and documents 
agamst acceptance, and m the case of sight bills, documents 
agamst payment BiUs are mvanably paid at the sight 
rate on London 

Protest must be effected withm 24 hours after due date 
Paraguay All ofiScial exchange is m the hands of the 
State Bank, and it is essenti^ to obtam pernut for 
hqmdation of imports at that rate 
Permits are only given for the importation of goods of 
prime necessity and goods which do not come into this 
category must be paid at the free rate 
The usual term of credit is 90 days' sight, although under 
the present conditions bills at sight are frequently drawn 
Bills should contam a clause that they are payable at 
the sight rate by bankers’ draft on London Protest must 
be effected withm 24 hours of due date 
Chile All exchange is m the hands of a Control Com- 
mission, and it IS essential to obtam a permit for remittances 
abroad The Control Commission will only grant permits 

*9— (B isas) 
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for the payment of current imports which consist of articles 
of prime necessity For other imports considerable delay is 
expenenced m obtammg permits 
Bills are generally paid at the sight rate on London, and 
it should be noted that the majority of bills are drawn 
at sight 

Brazil There are no restnctions hmitmg the importa- 
tion of goods, but importers must obtam a permit for 
payment by presentmg to the Fiscahzation Authorities 
vised Commercial and Consular Invoices and Customs 
receipt for duties There are no undue difficulties m 
obtaimng exchange, providing these documents are 
approved 

The usual credit allowed m this market is 90 days’ sight, 
120 and 150 days’ date, and the return remittances are 
made at sight or 90 days’ sight accordmg to the terms of 
the order — ^the latter rate, however, predommates 
Protest of an accepted bill can be effected agamst the 
acceptor at any time within five years of due date, but if 
it is desired to retam recourse agamst drawers or endorsers, 
protest should be effected withm 24 hours of due date 
Colombia Recent regulations provide that importers 
must obtam previous hcence from the Exchange Control. 
Such hcence wiU be appended at the foot of the respective 
orders which should be presented to the Exchange Control 
m duphcate One copy of the order is for the use of the 
Colombian Consulate at the place of dispatch of the relative 
goods, and it will not be possible m future, to obtam a 
consulate signature to the Consular Invoice unless the corre- 
sponding import hcence, duly authenticated, is presented 
at the same time 

Exchange for payment of the goods will be given after 
they have been cleared from the Customs and on presenta- 
tion of the Consular Invoice and Customs Manifest 
The usual terms of credit vary between 90 days sight 
and 180 days’ sight and remittances are effected at the 
sight rate on London In the case of usance bills a certain 
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penod elapses before exchange is available, and it is not 
customary for drawees to deposit currency in guarantee, 
pressure to do so might lead to drawees lodgmg currency m 
payment with a consequent loss m exchange for the 
exporters 

Protest should be effected withm 24 hours of due date, 
but this is seldom resorted to unless it is desired to seek 
pa 3 nnent by legal means 

Peru There are no exchange restrictions, and foreign 
exchange for the payment of imports can be obtained 
without difficulty It is advised that bills should contain 
a clause statmg that they are payable by means of bankers’ 
draft on London at sight 

Nicaragua Due to the scarcity of available exchange, 
there is a pronounced dday m the payment of imports It 
IS expected, however, that the position will show an 
improvement m the near future 

Salvador, Venezuela, Ecuador, Guatemala There 
are no restnctions m foreign exchange at the moment, and 
exchange for the pa 3 anent of imports is regulated by the 
amount available on the open market 

Bills are mvanably paid at the sight rate on London, 
and It is recommended that this should be stipulated on 
the bills, by means of a clause to this effect 


Spam, Italy, France, etc. 

The bills descnbed in this chapter by no means represent 
the whole of the foreign paper seen on the London market, 
neither do they account for all the return remittances in 
the shape of foreign drafts which circulate on the London 
market , Spain, Italy, France and other European coun- 
tries all utilize London for financing their import trade, 
and the credits they open from time to time give nse to a 
good many of the bills found m the portfobos of London 
bankers ^ 


» a Finance of Foreign Trade, by W F Spaldmg {London Sir 
Isaac Pitman & Sons. Ltd Price. 7s 6d ) ^ l^naon. air 



CHAPTER XXI 


ON FINANCE BILLS, GENUINE AND OTHERWISE — ^KITE- 
FLYERS — ^HOUSE PAPER — ADVANCES FOR CROP REQUIRE- 
MENTS — ^PACKING CREDITS AND THE RISKS INHERENT 
IN THEM 

In Chapter XI we discussed one of the most potent 
influences on the exchanges — ^finance bills But, although 
it was shown that such paper is largely drawn in connection 
with arbitrage operations in international stodcs and 
shares, we must not lose sight of the fact that this 
paper is constantly m evidence m other transactions 
Some confusion seems to exist on the market as to what 
really constitutes finance paper, but among exchange 
writers there is a consensus of opinion that the term 
should be restricted to all long bills drawn by the 
banks and accepting houses of one country on those of 
another, bills, that is to say, which are " manufactured " 
for the express purpose of raising money at an opportune 
moment. There is no particular magic in the process , all 
that happens is for the recognized accepting houses of one 
centre to grant facilities to foreign operators to draw bills 
on them whenever it is apparent that ready money can 
be profitably employed on the foreign market The long, 
or three months’ bill is sometimes drawn against a standing 
balance with the correspondent, but more often than not 
the banker abroad is allowed to draw bills on the under- 
standing that he shall put the acceptors in funds before 
matunty These bills, bearing the names of first-class 
banks or finance houses, are readily saleable at the best 
rates, and immediately they are offered the drawer receives 
funds to indulge m what other operations he likes In 
due course the bill arnves, say, m London, is accepted, 
and then sold under discount on the open market, upon 
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which it will circulate until the date of matunty, and, as 
we have seen, neither the drawer nor the acceptor need 
put do^^'n a single penny until the time for payment 
amves When the bill does fall due to be paid, the drawer 
must see that funds are in the hands of his fnend the 
acceptor, and it is customary to remit the amount of the 
bill so that it shall be in the hands of the London acceptor 
at least one day before the presentation of the finance 
bill A sight draft is generally purchased on the foreign 
market and sent forward for this purpose, and the effect 
of this sight draft on the exchange between two countries 
IS the reverse to that occasioned by the drawing of the 
finance bill the latter would tend to depress the exchange, 
but the former would elevate it, if one may use such an 
expression It is not that the first drawing of these finance 
bills, or even of the remittance of the sight drafts, has 
a marked influence on the exchange at once, but it seems 
inseparable from such accommodation that there should be 
a constant renewal of the facihties If the three months' 
bills were merely renewed at matunty, the influence would 
not be great, but when we see that further bills are drawn 
the final effect becomes more plain 

This IS how the matter works in practice 

We may presume the A B Bank in New York has drawn 
a ninety days’ sight bill on the Blank accepting house in 
London , towards the end of the penod in question the 
A B Bank perceives that it will be inconvenient to find 
the wherewithal to purchase the remittance which must 
shortly be sent forward to London to meet Blank's accept- 
ance, so what it does is to draw yet another bill of the same 
tenor and sell it on the New York market, and by this 
means procure sufficient funds to remit in cover of the 
previous bill drawn 

It may appear at first sight that the creation of these 
finance bills can go on indefinitely, but that is not so 
The amount of paper runmng on the market for any one 
bank, finance house or individual, can generally be pretty 



278 


FOREIGN EXCHANGE AND FOREIGN BILLS 


well gauged, and if at any time the market deems the sum 
total to be su£&cient, there will be a tendency to discnmmate 
against the bills. Takers of bills do not exactly dechne 
to receive more of the paper of the firm m question, but 
higher rates will be charged as an insurance against the 
extra nsk • it is as if the buyers say, " We do not refuse to 
take more of A B's bills, but we would rather not be 
asked to receive more,” and a continuance of this state of 
affairs soon causes trouble in the quarters concerned 
Consequently, further bills will not be drawn as a rule 
until a portion of those circulating has run off In practice 
operators do not usually go to the extent of drawing more 
than the foreign discount market will readily absorb 
without comment — they know that once discounters eye 
their paper suspiciously, they become, what is termed 
” talked about,” and, as we all know, nothing is more 
damaging to a financial firm's credit than to be in such a 
position 

As we have referred to the discount market in passing, 
it may be well to give the student some idea of the way in 
which the pnce of these ” long ” finance bills is calculated 
Bnefly stated, it is the market rate of discount ruling in 
the city upon which the bill is drawn that governs the 
pnce If the reader will refer to Chapter XII, he will see 
that the rate at which bank paper is discounted is con- 
siderably less than that charged for trade bills, from which 
it follows that as these finance biUs come under the cate- 
gory of bankers’ bills, they can be sold, as soon as drawn, 
subject to the lower charge, namely, the market rate of 
discount It IS this rate of discount, then, which pnnci- 
pally affects the drawing of finance bills , the higher the 
market discount quotation in London, and the lower the 
price of money on the foreign market, the fewer such bills 
will be drawn, and vice versa 

An additional point to be borne in mind is, that there 
are certain seasons which favour the drawing of these 
finance bills, as they affect the supply of exchange upon 
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v^hich the dra\\er is dependent for covering his operations 
In the United States, for instance, the exports of cotton, 
wheat and other gram are principally made during the 
autumn, and bills drawn against the cargoes will be offering 
m large quantities at that period of the year , consequently 
exchange will be low The drawers of finance bills on 
Great Britain know this, and if they were selling such paper, 
say, in May or June, the possibihty of their being able to 
buy demand exchange at low rates for remittance to 
London to meet matunng finance bills will to some extent 
influence their drawings 

*• Kite-Flyers." 

As against the foregoing, w’hich may be called the more 
legitimate form of finance bills, we get another variety, 
dignified by the name of finance bills, it is true, but referred 
to on the market as " kite-flyers *’ Kite-fljnng operations 
are seen where a firm, not necessarily a financial house, 
trades on its reputation and induces other people to accept 
bills, the sale of which is a means of furnishing the drawers 
with funds Such bills are accommodation paper, pure 
and simple, but no one ever realizes that fact until the 
drawing house signifies Us inability to prov ide the acceptors 
with the money to meet the bills at matunty 
It IS never easy to tell when kite-flying operations arc 
in progress , the bills are often drawn by reputable trading 
concerns, public companies, and even by foreign banks on 
banks and finance houses in London, and when a senes 
of renewal bills is drawn the practice may continue 
unchecked for a long penod 
Probably the worst instance of kite-flying in recent years 
was that which came to hght upon the failure of the Bank 
of Egypt The investigation undertaken by the hquidator 
proved conclusively that the bank had been obtaining 
extensive credits on the London money market simply 
on Its name it had in fact been living entirely on its 
credit for a considerable time, and the moment the bank's 
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bills became unsaleable it failed Whenever liabilities 
seemed to be pressing, funds were raised by drawing and sell- 
ing three months' bills against cash in Egypt, and when these 
bills matured, the money to meet them was obtained from 
further sales of drafts. 

“ House Paper." 

There is yet another vanety of finance bill, which comes 
under the category of “ House Paper ” House paper, so 
called, composes all those bills drawn by the foreign branch 
of a firm on its London house, or vtce versa, that is, bills 
beanng identical names as drawers and drawees Here 
we must, as it were, separate the dross from the fine paper 
we cannot nghtly descnbe a firm's documentary house 
paper as finance bills, for, although the exchange dealer 
does not really get the secunty of two names to his bills, 
he still has the documents for the merchandise they repre- 
sent The risk comes in where a firm draws these bills 
clean, that is without documents in any shape or form 
attached such are finance bills of doubtful value, and 
when the paper makes its appearance firms are said to be 
drawing “ pig on pork " There would not be much trouble 
if the circumstances were known to the market, but as it 
often happens that the two branches of a firm work under 
different names, it is sometimes extremely difficult to 
discern which bills come under this appellation However, 
the bankers do scrutinize very carefully any paper which is 
suspected to be pig on pork, and the discovery that a 
trader is indulging m this method of finance is the signal 
for the banker to go carefully with him 

Advances for Crop Requirements. 

Finally, we get those bills which are loosely descnbed 
as finance paper, but which the banlcers know all the time 
to be nothing of the sort we refer to the bills drawn in 
connection with crop reqmrements The transactions 
from which they arise are somewhat involved, but may be 
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roughly divided into two classes First, there are the 
bills resulting from " up-country advances ” In this case 
the bankers abroad, having satisfied themselves of the 
respectability, position, etc , of certam merchants, make 
them advances m order to enable them to purchase crops 
up coimtry Frequently, credits to cover the drawing of 
bills up to a named amount wthm a given penod will 
have been sent out from England or other country These 
are termed *' Packmg Credits,” and it is really on the 
strength of these that the bankers m the country from 
which the produce is to be shipped make advances With 
the funds advanced by the bankers the merchants buy 
the produce from the agncultunsts, and when the arrange- 
ments are completed for export they dehver the bills 
draivn agamst the shipments to the banker In the second 
case, advances are made direct to the farmers for the 
purpose of movmg the crops, and when the gram, or 
whatever it be, is ready for shipment, the bills naturally 
go through the banker who has given the accommodation ^ 
It will be realized that the term “ Packmg Credit ” apphes 
not so much to the credit itself, as to the advances made 
on the strength of the credit Actually the advances made 
by bankers agamst such a credit to the beneficiary are on 
the strength of that mstrument's havmg been provided 
by a bank or finance house to cover the drawmg of certam 
documentary bills, by which shipments of goods, produce or 
commodities are to be financed When one of these credits 
IS issued it IS frequently common knowledge that it is to be 
available for future shipments Equally common is the 
practice of bankers m foreign countnes to make advances 
pnor even to the drafts bemg drawn or the shippmg docu- 
ments available There are obvious risks m such business 
smce the banker gets no protection under the letter of credit, 

^ For a descnption of the Bankmg Credits under -which these 
bills are drawn, see Bankers' CredUs, by W F Spalding (London, 
Sir Isaac Pitman & Sons, Ltd ) 5 and article on Finance Bills ” 
in the DtcUonaryofihe World's Currencies and Foreign Exchanges, by 
W F Spalding (London, Sir Isaac Pitman & Sons, Ltd ) 
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unless that document speaally authorizes the grantmg of 
advances m the manner mdicated Difficulties sometimes 
occur, too, regardmg cancdlation, and it seems clear that, 
both for their own protection and that of their clients, 
negotiatmg bankers should insist upon the credits bemg 
made irrevocable Particular attention, too, must be paid 
to the terms of the credit, any deviation from which, 
whether the credit be irrevocable or not, may involve the 
negotiatmg banker in senous loss 
The imphcation is, that unless extreme care be taken, 
packmg credits may prove a weak rod upon which to lean 
Another example, illustrative of the nsks, may be of 
mterest Sometimes m Chma an exporter uses his own 
funds for the purchase of goods They are placed m his own 
“go-down ” (an Eastern name for a warehouse), but possibly 
the exporter may not have suffiaent capital to pay for 
packmg and preparation of the goods for shipment The 
banks at this stage come to his aid They issue to him 
a “ packmg credit, “ or allow an overdraft m current account, 
secured on the goods m the go-down The reputation of the 
exporter for fair and honest dealmg is the mam element 
upon which the bankers rely in this business But the 
weakness of the system lies m the fact that unscrupulous 
exporters may at times secure packmg credits from more 
than one bank agamst the somewhat mdefimte secunty 
of “goods m go-down ” In such cases the bank which has 
the credit secured on specific items such as, say, 1,000 tons 
of hides, 500 piculs of wood oil, etc , has the ffist claim on 
the goods over the bank whose security happens to be on 
general unspecified goods m go-dovm Another weakness 
is that firms have been known to ship goods on consign- 
ment to their representatives m another country, and 
if the market dropped m the meantime the representatives 
may fail to take dehvery of the merchandise The banks 
are then left very probably with unsaleable goods on their 
hands for the money advanced to the exporter. 



CHAPTER XXII 

THE DISCOUNT HABKET — ^THE BILL-BROKER 

We now arave at the final stage of our enqmry, and having 
considered the circumstances under which the vanous 
bills are brought into being and how they are bought and 
sold, we may proceed to an examination of the way m 
which they are discoimted The discount market, we 
need hardly say, is one of the most interesting and at the 
same time one of the most important from the exchange 
banker’s point of view he is bound to watch its move- 
ments, and must also be careful to keep himself au faii 
with all the httle changes constantly occumng 

Bill Discounting. 

Let us be sure before we go further that we really know 
what discounting a bill actually means Merchants, 
bankers, commercial men, and even some of the text-books 
have got into a slovenly and ambiguous way in their 
employment of the terms " discounting " and “ dis- 
counted” Some years ago the wnter happened to be 
present at a law lecture given by Sir John Paget, K C , 
when attention was called to this very point The word 
” discounting,” as this eminent legal luminary remarked, is 
used indiscriminately to descnbe either the position of 
the person negotiating a bill for value prior to maturity, 
the amount the seller of the bill receives being less than the 
value in proportion to the unexpired term of the bill , or, 
to designate the position of the party who takes over 
the bill giving such reduced value to the transferor In 
view of this existing ambigmty, it will be well to bear 
in mind that to discount a bill is to buy it, or, as Sir John ' 
Paget says, to become the transferee of it by having 
It endorsed or transferred by delivery by the holder, 
for a pnce settled either by agreement or by the current 
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market rate of discount The discounter, obviously, is 
the person who buys the bill, while the one who gets the 
bill discounted, that is, sells it, is the transferor 
Now let us examine the practice on the London market 
In the first place we may say that there is a good deal 
of discounting done first hand by the joint stock banks, 
the country banl«, and the private banking and financial 
houses. The gentlemen connected with these concerns 
are always willing to obhge a good customer by finding 
him cash when he wants it — ^at a pnce A banker, we have 
seen it stated, is a man who takes care of other people's 
money and lets them have it as and when required, that is, 
if there is no obstacle (eg a moratonum) m the way 
That, however, is only one side of the picture the banker 
is really a distnbuting agent , he receives a flow of money 
from the quarters in which it cannot be usefully employed, 
and forthwith proceeds to direct it into other and more 
profitable channels It is in this bill finance, or, as some 
prefer to call it, advances on bills, that part of the capital 
for which the banlcer is the custodian, is invested 'In 
fact, it is an important part of the banlcer's business to lend 
money in such a manner and on such secunties as will 
enable him promptly to keep the implied promise he has 
made when receiving the cash, to repay it whenever called 
upon to do so ' These bills which he buys or discounts 
for his ordinary customers anse more often than not outj 
of the genuine trade transactions, although, of course, it is [ 
no uncommon thing for accommodation paper to find its 
way into the banlc’s hands. Take the case of the merchant 
engaged in the internal trade of our country — a timber 
merchant, for instance, who sells a parcel of timber to his 
customer in Shoreditch As the cabinet-maker there 
who buys the wood cannot get a return on it until he has 
manufactured various articles of domestic furmture, he 
will pay the timber merchant with, say, a three or six 
months’ date acceptance That is to say, the timber 
merchant draws a bill on the cabinet-maker, who accepts 
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It At the end of the penod the latter expects to have 
sold his furniture and have the cash in hand to pay the 
hill The timber merchant in his turn cannot aHord to 
wait until the matunty of the bill for payment, so he 
takes it to his banker, say, Barclays Bank, and if the 
acceptor be m good repute, the banker will discount the ‘ 
bill for a small charge, or, in other words, he buys the 
bill from the timber merchant and keeps it until matunty, 
when it will be presented to the acceptor for payment 
In this case there is no need for the intervention of a 
biU-broker, the parties concerned carry out their own 
transaction and no middleman is necessary As we 
have mentioned earher in this book a banker seldom 
re-discounts these bills • they invariably remain m his 
portfolio until matunty He has the drawer’s and accep- 
tor's names on the bill, and as long as a watchful eye is 
kept on the course of the vanous trades and the standing 
of the parties concerned, the nsk on such paper is more 
or less nominal ‘/'the reason the bankers do not re-discounl 
these bills is, that were they found to be doing so the market 
would look askance at the operation, and ]ump to the con- 
clusion that something was wrong with the baiik, which 
would be presumed to be short of funds and not able to 
pay Its way easily The amount of such paper offenng, 
however, is neghgible as compared with other bills In 
fact, it represents but a small proportion of the huge 
volume of bills circulating on the London market What 
interest the banlceis most of all are the bills which arise 
from the exporting and importing operations 

The Bill-broker. 

When It comes to discount operations the London 
banks, as a rule, do not deal direct with the sellers’-'^In the 
Hnkmg world, as m every other progr^sive commercial 
community, there exists a class whose function it is to 
act as middlemen between the producer and the consumer, 
and the growth of this class has sometimes led cntics to 
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consider that the profit made by the middleman is an 
unnecessary charge upon the commodity. The inter- 
mediary who has caused all the heart-burmng and dis- 
cussion among bankers is the bill-broker. His operations 
are constantly under observation, and the system which • 
permits of this middleman’s deriving a profit from business 
which in other countnes is m the hands of the banker 
has been widely criticized. Bankers and financiers tacitly 
acqmesce in the presence of the biU-broker on their markets, 
but when under modern conditions he succeeds m attracting 
funds which ought to have come their way, they are apt 
to disclaim against their folly in permitting the birth of a 
competitor whose like does not exist on the Continental 
money markets. At first sight it does seem strange that 
bankers should have allowed this business to pass out 
of their hands, but we beheve that at the outset the profes- 
sion of bill-broking, if we may use such an ugly word, was 
brought into being by the failure of the old private bankers 
to encourage the ^scount operations of their chents 
There was no eagerness to afford cheap credit facilities, 
and unless the customer was of the highest standing, high 
rates were exacted It has been said that the idea of the 
old pnvate banicer was, that if a man had a bill to dis- 
count, he should adopt a sufficiently humble demeanour 
and approach his banker, and the man of pounds, shillings 
and pence would then be pleased to discount it. The 
idea that a banicer should run about after a man who had 
a bill, or, as one of the bankers put it, that a large body of 
accomplished gentlemen should run all over London to 
find a man who had got a bill in order to compete for the 
honour of discounting it, never entered into their heads in 
that charming, good old-fashioned time Now, it is mani- 
fest that that blissful state of affairs is altered, and we find 
the man with bills of exchange compared with Penelope, 
pestered with many suitors, while the bill-brokers are the 
men who run the streets to ferret out the possessors of 
drafts It seems, then, that owing to the sms of the 
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bankers of bygone days, the commercial men began to 
look elsewhere for accommodation, and almost impercep- 
tibly there sprang into existence a number of dealers, 
who were willing to undertake the business at very fine 
rates. No discount transaction was considered too small,' 
no trouble too great, and these bill-brokers were always 
ready to avail themselves of a shght profit, either by dis 
counting the bills themselves, or by finding discounters 
for the paper of respectable merchants and traders 
It IS not, however, wise to lay too much stress on the 
shortcomings of the older generation of bankers ; due 
regard must be paid to the nature and complexity of our 
present-day finance If we remember to what a fine art 
the financing of commercial operations has been reduced, 
the extent to which our joint stock system has grown, 
and the conditions under which the modem bank manager 
m Great Britain works, we shall better understand the need 
for an individual with speciahzed skill in the particular 
branch of finance with which we are dealing Not the 
least important of the operations wth which the banker 
IS concerned is the acceptance, collection and discounting 
of bills of exchange, and although the banker exercises a 
careful control over the main part of the business, yet his 
multitudinous duties allow time neither for personal 
visits to the dealers in bills, nor for his attendance on the 
open market , therefore, the major portion of the discount! 
business has found its way into the hands of the bill^ 
specialists 

The bills with which the bill-broker has to deal emanate 
from vanous sources , chiefly they are those which enter 
Great Bntain from other countnes At every foreign 
centre there are always merchants ready to export their 
wares, and it naturally follows that the funds the bankers 
receive abroad by the encashment of the drafts sent from 
London will be utilized for purchasing bills ofiered by 
exporters at the foreign cities The exporters obtain 
payment for their produce by drawing on London in the 
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same way as the shippers here draw on foreign countries, 
and the net result of the two operations is the influx of 
bills into England for ultimate circulation on the London 
discount market 

, ' Documentary bills are not the only ones received from 
abroad In any financial centre there will always be a 
certain number of people desiring to draw bills for services 
rendered or debts due, and others equally desirous of 
settling indebtedness to England," consequently many 
clean bills will also be drawn and sent to London for 
collection. 

To the total of the documentary and other foreign bills 
seen on our markets has to be added a large number of 
- bills accepted by the finance houses and the London 
branches of foreign and colonial banks under London 
accepting credits, and then we have the principEil paper 
with which the bill-broker is concerned in his efforts to 
meet the investment demand, always m evidence, for this 
form of bank secunty For discount purposes bills mayj 
be divided into two great classes — ^bank paper and trade | 
paper Bank paper compnses all those bills drawn on' 
and accepted by the great London banks and finance 
houses Trade or " white ” paper, includes all bills drawn 
on ordinary merchants and traders, accompamed by docu- 
ments to be delivered on payment or acceptance Clean 
bills are also included m this category, the general cntenon 
being that the bills should bear on their face a statement 
that they are drawn against specific shipments Bills 
without any such statements are not undiscountable, but 
the market exercises a wide discretion, will only take them 
on certain well-known names, and tends to regard the 
bills as finance paper of the pig on pork vanety 

Bank bills are always discountable at the best rates, 
but the rate for trade paper is, generally speaking, about 
J per cent higher than that charged for bank bills of 
similar usance If bank paper is discountable at 3 per 
cent for a three months’ bill, the merchant selling trade 
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bills would be charged per cent ; consequently, if the 
bill were for £100, the banker would pay £100 less per 
cent per annum for three months V' There is no definite 
ratio for longer dated paper , with four and six months’ 
bills, the question of credit enters into the calculation, and 
the rates paid will depend largely on the probable trend 
of the market and the standmg of the persons whose names 
appear on the bills 

To return to the bill-broker In order to be in a position 
to make or invite definite offers for any of these bills, it is < 
necessary for him to visit daily the offices of those dealing 
in such paper At the London offices of the foreign 
branch banks, for instance, he walks in about eleven o’clock, 
reports on the likely trend of the discount market, and if 
there is any business doing, he wiU procure hsts from the 
foreign bank which give the dass, amount and maturities 
of the bills, and with these in his hands the bill-broker 
proceeds to the offices of his other clients, the London 
joint stock banks, finance houses, and Continental bankers, 
and endeavours to negotiate busmess Three months’ bills 
are now the most popular class, but discounters used to 
stipulate for an assortment of acceptances, that is to say, 
a proportion matunng at three, four and six months’ date 
All London bankers have come to know by expenence the 
dates at which calls will be made on their cash balances, 
and unless anything untoward happens, they can so 
arrange that payments are made in accordance with their 
requirements they simply let their bill portfolios automati- 
cally run out, and then when there is a surplus of cash 
again, further investments in bills may be made 
Theoretically, a bill-broker is supposed to take all good 
bills offered to him, or, what amounts to the same thing, 
find purchasers for them, and in practice he rarely dechnes 
to do business for his chents 
Just at this point we can see more clearly another reason 
for the banker’s prefernng to work through the inter- 
mediary of the bill-broker Owing to his mtunate knowledge 

ao— (B 1585) 
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of the parties to a bill, the broker is able to guarantee 
the genuineness of all acceptances discounted, and although 
his own name does not appear on the biUs, yet it is his 
business to see that all acceptances passing through his 
hands bear the endorsement of the bankers disposing of 
them, and that they are otherwise in order A discounter 
will seldom talce these biUs without a bank endorsement, 
and it IS the practice of the Bank of England to stipulate 
for the names of two British firms, one of which must be the 
acceptor’s, on all paper it discounts When dealing 
through the bill-broker, too, it is easy for the banks to 
lefuse bills bearing the names of firms which they do not 
like, or of whose bills they consider they have a sufiSicient 
amount m portfolio ^ 

When a purchase has been satisfactorily arranged, the 
holder of the acceptance simply transfers his title by 
endorsement, and hands the bills over to the bill-broker 
against payment of the agreed price These bills bearing 
the banker’s endorsement are discounted at moderate 
rates, as the buyer has recourse on the banker in the event of 
non-payment at maturity 

The major portion of the bills discounted on the London 
market are, as we have seen, those which have been drawn 
by foreign exporters on and accepted by British importers, > 
or by the banks who have arranged to accept for them in 
London, and so it is comparatively easy to get at the 
respective parties to the bills if anything is wrong, such as 
refusal to pay at maturity, or anything of that sort How- 
ever, the trouble is that among each lot of bills received 
m London from abroad, there are a number of what are 
called “ foreign domiciles ” A foreign domicile bill arises 
in the following manner. Out abroad there will perhaps 
be a French or Italian shipper who draws for his produce 
under arrangement with the bank that tt»e bills shall be 

' For a full description of practical discount operations, the 
reader is referred to The London Money Market, by W F Spalding 
(Sir Isaac Pitman & Sons, Ltd ) 
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made payable in London On amval in London the bills 
will be sent for acceptance, say, to Pans , they will be 
accepted in that city, but made payable in London, and 
will be sent here to the agency of the bank which negotiated 
them abroad These bills, being the acceptances of 
Continental firms and others, are not liked on the London 
market, and neither the joint stock banks nor the finance 
houses care to carry them m their portfolios in ordinary 
times In recent months foreign domiciles have become 
undiscountable on the London market, so the foreign and 
Colonial banks who have received them, are practically 
obliged to retain them until maturity, winch naturally 
means a bad lock up of funds Pnor to the war a certain 
proportion was taken in parcels of bills discounted by some 
of the finance houses , the rest the brokers and discount 
firms used to take, and in aU cases the person disposing of 
them had to pay a higher rate to those discounters who 
\sere agreeable to have them The Bank of England has 
consistently refused to receive such paper, and never would 
discount foreign domiciles in any shape or form, not even 
when the bills were endorsed by first-class Continental banks 

The determination of the banks to discourage the cir- 
culation of foreign domiciles on the London market led 
dealers to extend the ban to bills which are termed 
^/'^Foreign Agenaes" Under this heading fall all bills 
accepted by the London branches and agencies of Con- 
tinental or other foreign firms estabhshed in London, but 
havmg the greater part of then: assets m foreign centres 
The assets, presumably, cannot be considered available m 
the event of biUs being dishonoured , consequently, there is 
a marked tendency to dKcnmmate against the paper 
These foreign agency bills are discountable to a hmited' 
extent only, and those selling the paper are penalized in the 
rates charged, which are usually per cent to ^ per cent 
higher than those for which first-class English domicile 
bills can be sold 

Before we leave this subject of discounting there is one 
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question to which special reference ought to be made’i 
When discussing documentary bills, we saw that two kinds ’■ 
were drawn — ^the one is called a “D/A" bill, the other 
a “ D/P " bill — and in either case, whether the bills are 
drawn from London on a foreign port, or from the foreign 
centre on London, the D/A bill, bearing the clause “ docu- 
ments on acceptance," is much more useful to the banker ; 
in each discount market the buyers of bills under discount 
know that the parties to the instrument must be of fair 
finanaal standing, and consequently, the banker has no 
difficulty in getting the bill discounted through the broker 
at a good rate The D/P bill, which either contains the 
clause “ documents on payment," or has a slip attached 
beanng those words, is obviously not good for discount 
purposes, and the banlcer is generally compelled to hold it 
until maturity, or until the acceptor retires it under rebate 
It is not exactly a matter of capnce whether the drawee 
pays the draft one day after acceptance, or whether he 
lets the bill run its full term , it all depends on whether 
he can sell the relative goods promptly If a quick sale 
IS made, the acceptor will be only too glad to take up the 
bill under the usual rebate 

Tlie rebate rate is usually | per cent above that allowed 
by the ]omt stock banks for short deposits 

The position m regard to the documents on acceptance 
bill is rather different As we have seen, as soon as a 
banker receives a D/A bill he presents it for acceptance 
to the person or firm upon whom it is drawn, and imme- 
diately the bill IS completed by acceptance the documents 
of title attached to it are promptly dehvered to the acceptor 
Now, the banker to whom the bill is returned may or may 
not desire to keep it in his portfoho until niatunty If 
he is one of the exchange bankers, the probabihty is that 
he may desire to sell it under discount on the London 
market On the assumption that the banker does sell 
the biU to the discount market, what is to happen if the 
acceptor comes along later and desires to pay the bill 
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before matunty ? On the face of it, the banker is in a 
quandary , having sold the bill, he might as well hunt 
for the proverbial needle in a haystack as to try to trace 
the bill on the market What the banker does in such 
circumstances is to allow the acceptor to pay the amount 
of the bill, less discount for the unexpired time at about 
the nihng rate for discountmg bills of the class applicable 
to the one the acceptor desires to pay When the rate of 
discount to be allowed is arranged, the banker receives 
the cash, and as he cannot produce the bill, he does the 
next best thmg, he hands over to the acceptor a letter 
guaranteemg that, in consideration of the acceptor's having 
retired the bill under discount, the said bill not at the 
time being in the bank’s possession, he, the banker, will 
hand the acceptor at due date a cqheue for the full amount 
required to meet the acceptance In effect, as the banker 
has been prepaid for the sum represented by the bill, he 
shoulders the acceptor’s habihty and guarantees to meet 
the acceptance at due date 

In all this bill business the services of the broker are m 
constant request, and the fact that he is at the beck and 
call of nearly every bank in the kingdom is perhaps re- 
sponsible for his being dubbed the Jackal attendant upon 
the King of Beasts, the King of Beasts, according to the 
broker, being the banker. We have also seen the bill- 
broker descnbed as the dog which ate of the crumbs, while 
m other quarters he is styled the aristocrat of the money 
market When we find all these epithets levelled at the 
head of the inoffensive broker, we might expect him to be 
exacting a large tnbute for his services , but that is not 
the case For his extensive knowledge and responsible 
work the bill-broker receives but a tnfling commission , 
why, then, is he prepared to act as an intermediary in this 
business, and is it worth his while > The answer is a 
simple one The smallness of the broker’s commission is 
no cntenon of his profit rapidity of turnover is one 
prominent factor , the total amount of each parcel of bills 
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IS another. A ^ per cent or even per cent, added 
by the broker to the rate charged for discounting a single 
bill IS infinitesimal, but when reckoned on a large number 
of acceptances the commission is not inconsiderable 
./ Then as to his capital It has been cynically remarked 
that all the bill-broker’s capital consists of, is a pair of 
boots and a bill case. He does not need a large initial 
capital, it IS true, but his position is not quite so bad as . 
that. There is no doubt, however, that every bill-broker ' 
IS indebted to the bankers for a large proportion of the 
capital used in his business, and as such funds are loaned 
out to him by the bankers very cheaply, we see how it is 
he IS able to work at very low rates ' The money is lent 
to the bill-broker at " call " — ^sometimes merely over-night, 
and it IS his practice to find out each morning which 
banks are lenders and which are hkely to call in funds , 
he IS then m a position to base his operations on the 
amount of money available in the market. Where the 
broker is able to borrow easily, he offers a low rate of 
interest, but if the banks are not well supplied with cash 
he has to pay more for the accommodation, and m case of 
need he may be forced to resort to the Bank of England, 
who will supply funds by discounting the cream of the 
bills for him 

As security for *' call ” loans the bill-broker deposits 
with the banks bearer stocks of the "floater” or 
"termmal” t5q)e, such as Treasury Bills, or he may, m 
some cases, deposit batches of first-class acceptances 

In view of the fact that the bill-broker is a constant 
user of surplus funds held by the banks, it is safe to assume 
that he contnbutes largely to the profits made by the 
bankers, and, for the rest, those who are inclined to gird 
against the profits the bill-broker m his turn makes on 
discount transactions, have but to make a cursory examina- 
tion of his operations on the London money market to be 
convinced that the mtncacies of the business are ample 
justification for his presence in their midst 
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At the present day centralization of interests is no less 
apparent in bill-broking than in banking There is an 
increasing tendency to divert business from the bill- 
broker, who works solely on commission, to the dealer who 
buys biUs outright and sells them on his oivn account, 
it IS the latter class, in fact, that is mainly responsible for 
borrowing " call ” money from the banks To carry the 
competition still further, companies have been formed to 
deal exclusively with this discount business, and, to )udge 
by the dividends paid, they have found a profitable field 
for their operations Unlike the ordinary brokers, how- 
ever, the discount compames are not wholly rehant on 
funds borrowed from the banks , they receive money on 
deposit from outside sources, and as, by ofienng higher 
rates of interest, they sometimes obtain cash which, but 
for their existence, would have gone into the banks' coffers. 
It IS they rather than the “ runmng " broker, who must be 
looked upon as active competitors in the banking world 

Treasury Bills 

In conclusion, we may refer to the Government measures 
for financmg the Great War by means of Treasury bills 
“'Before the war these biUs were issued by tender Treasury 
bills have smce been consistently used by the Government 
A certain specified amount was announced as being for 
sale, and the bills were allotted to those charging the lowest 
rate of discount This was the practice in vogue until the 
14th April, 1915, when the British Government suddenly 
announced m the London Gazette its intention to issue three, 
SIX, and nine months’ Treasury bills until further notice 
at fixed rates of discount In the first instance, the rates 
pubhshed by the Treasury were for three months’ bills, 
21 per cent , six months’ bills, 3| per cent, and nine 
months’ bills, 3| per cent Subsequently, twelve months' 
bills were announced to be available at the same rate as 
for nine months’ paper The Government, however, 
reserved to itself the nght to vary these rates whenever 
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considered advisable so to do, wthout previous notice 
to the market. As a matter of fact, the "price" held 
good until 9th August, 1915, when the discount was 
suddenly put up to 4^ per cent for all usances On 
27th October, 1915, rates were again raised to 4| per cent 
for three montlis’ paper, 4| per cent for six months’, and 
5 per cent for nine and twelve months’ bills Then, on 
12th November, 1915, the rate was again changed to 
5 per cent for all classes of Treasury bills This 5 per 
cent level for all matunties was maintained until 
4th March, 1916, when the rate for three months’ bills 
was lowered to 4 ^ per cent, and the rates for six and 
nine months’ to 4f per cent The discount on the twelve 
months’ bills was left unchanged at 5 per cent 
Three and six months’ Treasury bills continued to be 
offered by the Government at per cent discount until 
31st May, 1919, when sales were suspended The total 
amount then outstanding was 1,036 millions Sales 
were resumed on 14th July, 1919, at 3J per cent 
discount for three months bills and 4 per cent for six 
months' bills Treasury bills at two months’ date were 
also offered at 3^ per cent, but sales of bills at this usance 
were discontinued on 14th August, 1919 By October the 
demand for the Government paper had fallen off con- 
siderably, consequently on 6th October, 1919, it was deemed 
advisable to offer more attractive terms, so the rate for three 
months’ bills was raised to 4| per cent and that for six 
months’ bills to 5 per cent The total amount of Treasury 
bills outstanding on 4th October, 1919, was £853,068,000 
On 6th November, 1919, the Directors of the Bank of 
England decided to raise the oficial rate of discount from 
5 per cent to 6 per cent, and this was but a prelude to 
the raising of the rate of discount on Treasury bills once 
more The next day, as a matter of fact, it was announced 
that until further notice sales of this class of paper would 
be made on the basis of 5J per cent discount for both 
three and six months’ bills On these terms the cost of 
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the bills worked out at £98 12s 7d ior tliree months' 
paper and £97 5s IJd tor six months' paper Sales were 
made on this basis until 19th March, 1920, when the 
issue of SIX months’ bills was discontinued About a 
month later, on 14th April, with the raising of Bank of 
England rate to 7 per cent, it became necessary to alter 
the Treasury bills rate, and an announcement was made 
that three and twelve months* dale bills only would be 
issued at 6^ per cent discount On 29th April, 1920, 
the sale of 12 months’ bills was suspended and a minimum 
of £5,000 each fixed for the issue of Treasury bills at 
6| per cent discount Then, on llth March, 1921, the 
Chancellor of the Exchequer decided that the time had 
come when a reduction could safely be made in the rate 
of discount for Treasury bills, and it was decided to fix 
the rate at 6 per cent for the three months’ paper and 
also to put on sale twelve months’ bills at the same rate 
On llth April, 1921, the Chancellor of the Exchequer 
announced m the House of Commons that the system of 
keepmg Treasury biUs *' on tap ” at fixed rates would be \ 
suspended so far as three months’ bills were concerned * 
as from 21st April The three months' bills have always 
represented the bulk of this class of paper issued by the 
Government, so actually, after about six years, an attempt 
was made to return to pre-war conditions The first issue by 
tender was made on 21st April, 1921, and the announcement 
governing the sales was m the followmg terms 

Tenders for Treasury Bills 
” The Lords Commissioners of His Majesty’s Treasury 
give notice that tenders will be received at the Chief 
Cashier s Office at the Bank of England on Thursday, 
the 21st mst., at one o’clock, for Treasury Bills to the 
amount of £50,000,000 

” The BiUs will be m amounts of £5,000 or £10,000 
They will be dated at the option of the tenderer on any 
date from Monday, the 25th mst , to Saturday, the 30th 
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mst., inclusive, and will be payable at three months 
after date 

“ The Bills will be issued and paid at the Bank of 
England 

“ Each tender must be for an amount not less than 
£50,000, and must specify the date on which the Bills 
required are to be dated, and the net amount per cent 
(bemg an even multiple of one penny) which will be 
given for the amount apphed for Separate tenders must 
be lodged for Bills of different dates. 

" Tenders must be made through a London banker, 
discount house, or broker 

“ The persons whose tenders are accepted will be 
mformed of the same not later than the foUowmg day, 
and pa 3 nnent m full of the amoimts of the accepted 
tenders must be made to the Bank of England by means 
of cash or a banker’s draft on the Bank of England not 
later than two o’clock (Saturday, twelve o’clock) on the 
day on which the relative Bills are dated ” ^ 

Tenders are now made on Fridays before i p m , and the 
result is usually known the same day 
The student will frequently see references m the Money 
article of his newspapers to the sale on the London Money 
Market of “Hot” Treasuries These are bills, of the 
current week’s issue, i e “Hot” off the press, which some 
of the allottees for one reason or another sell 
The presence of these Treasury bills on the market must 
necessarily affect the price of all other bills sold under 
discount , the purchase of the Treasury paper tends to 
absorb the excess supply of floating money on the short 
loan fund of the London money market, and consequently 
helps to keep up the bankers' rates for money at call and 
short notice, which in turn affect the discount rates for 

^ In practice bills are paid for during the follomn^veek, or any- 
working day at applicant’s option When normal length is 9^ days, 
bills paid for Saturday are 91-day bills and there are no Monday 
maturities When normal length is 90 days, bills paid for Monday are 
89-day bills (cf Econoimst, 8th January, 1938 ) 
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both trad© and bank bills The reader has only to refer to 
the various illustrations we have given throughout this book 
to see how the various influences react the one on the other 
Finally, the market finds itself committed to rates for 
bank paper from which it is practically impossible to depart 
as long as the Treasury bills are on oficr at fixed prices , 
by force of the Government competition it is bound to 
work at practically the same rates of discount for three 
months’ bank bills as those charged by the Treasury 
for its paper, as obviously no buyer is likely to pay 
a higher price for a bank acceptance than that at 
which he can get a Treasury bill issued on Government 
secunty In such circumstances, the market is thus, to 
all intents and purposes, under the direct control of the 
Government, and as long as the sales of Treasury bills are 
continued, the free play of the usual factors is restrained 
It seems a curious termination to this book to have to 
admit this fact in face of the theories we have expounded, 
but there it is, and all we can do is to recommend the 
reader to continue to examine for himself the varying 
effects of the British Treasmy's experiment with the 
London discount market the study should prove an 
interesting one, and to enable the reader better to follow 
the movements in money and discount rates, both before 
and after the advent of war, we attach at the end of the 
book three extremely useful charts, illustratmg the course 
of money and discount during each of the years 1913, 1914, 
and 1935 The charts were prepared by Messrs Page & 
Gwyther, the well-known discoimt brokers, to whom the 
author is much mdebted for permission to reproduce them 
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THE FOREIGN EXCHANGES AND THE GREAT 

WAR 

Throughout this book we have referred from tune to 
time to the effect of war on the course of the foreign 
exchanges In deference to the wish of many bankers and 
economists we reproduce, as an Appendix, a special account 
of the effect of the war on the money markets and the 
foreign exchanges of the world It is hoped that it will 
prove useful for histoncal and reference purposes 
"War is hell," wrote one of the active service men, 
face to face ivith the aivful devastation wrought by the 
Germans in their advance through Belgium The expres- 
sion IS a strong one, but applies with equal force to the 
financial havoc brought about by the war, and in no direc- 
tion IS the ruin, the disgrace, the woe of war more faith- 
fully reflected than in the world's money markets and the 
foreign exchanges So delicate, in fact, is the mechanism 
of the money markets, and so close is the relationship 
between them and the foreign exchanges, that the latter 
may always be taken as a trustworthy index to the mone- 
tary condition of the vanous markets It will be inter- 
esting, therefore, if we now examine some of the effects 
of the war in the light of the monetary problems with which 
we have been deahng, and endeavour to see how far the 
results confirm the theones we have enunciated 
One of the first signs of the imminence of a war between 
two nations having intimate commercial relations, is the 
speed with wluch the merchants and financiers of the 
respective countnes try to reahze their opposing claims 
There is an eagerness to collect foreign debts, and to dispose 
of all tangible secunties in exchange for gold, and the more 
strained the tension between the two countnes becomes, 
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the more pronounced will be the desire to convert foreign 
claims into cash — at a greater or less sacnfice This 
hquidation of claims will grow in intensity until diplomatic 
relations are broken off between the respective nations 
it will not even cease at that point, for immediately war 
IS declared and hostilities commence, the claims of the 
belligerent nations will be dumped upon neutral markets 
for realization, until all are surfeited with the many and 
varied forms which foreign indebtedness takes At this 
stage, having reached the limit of their receptive powers, 
the neutrals become involved m the financial strain which 
at first merely affected the countries which are at war 

Gold Movements. 

The great European conflict, as it happened, came at 
an awkward moment for all the Continental centres A 
certain amount of depression had been evident as far back 
as 1913, and even at that period the financial condition 
of the world's markets was far from satisfactory. Con- 
tinental markets were in general overloaded with secunties, 
and a great many more issues had been floated on the 
London market than the Bntish investors were able 
comfortably to absorb Dunng the early part of 1914, 
however, a turn for the better took place , gold flowed 
into Pans from New York as the result of French realiza- 
tion of secunties, and the Bank of England, for its part, 
was able to procure a sufficiency of the precious metal 
Money rates dropped correspondingly and ease prevailed 
in most centres for some time But, towards the end 
of May, the tide began to turn, the Bank of England s 
reserve fell to a lower level than was lilced, and at the same 
time a great demand for gold sprang up from the Continent 
French exchange was against England during the whole 
of May, while that of Berhn was favourable to London, 
yet, according to The Times Financial Review of the year, 
out of the gold amvals in London amounting to nearly 
£26,000.000 sterhng, the Bank of England secured less than 



APPENDIX 


303 


£7,000,000 The amount sent to France and Germany 
was about equal to the exports to the Continent for the 
whole of 1913, and although it was reported that Russia 
was the ultimate destination of a portion of these Contin- 
ental purchases, there is no doubt that the greater part 
found its resting-place in the vaults of the Central Banks 
of France and Germany 

The influence of these gold shipments was soon reflected 
m the exchanges The quotation, Berhn / London, moved 
from one per mille in our favour (M 20 44|) on 4th April, 
1914, to 3| per miUe in our favour (M 20 49 on 30th May , 
on 23rd May, it might be remarked, the quotation was 
M 20 50|, very near the rate at which the Bank of England 
should gam gold at the expense of the Reichsbank, namely, 
M 20 53 

French exchange, examined over the same period, 
showed several variations, but towards the end of May 
was only slightly against this country 
Amencan rates were persistently m our favour the whole 
time, and at one period New York’s excess imports were 
bemg paid for by gold, the adverse exchange bemg due, 
partly to the failure of the mam crop, and partly to the 
fact that speculation was then at a very low ebb m the 
United States ^ There is httle doubt that the European 
demand for gold was makmg itself felt m the United States, 
for It has to be recorded that durmg the first half of the 
year 1914, the Contmental demand for gold was greater 
than durmg any one of the three precedmg years, and the 
mtensity of the demand for the metal, coming at the same 
time as other adverse cucumstances m the United States, 
caused rates on the three prmcipal European centres to go 
agamst New York Exchanges generally were agamst 
Amenca, and the rate. New York-London, on or about 
13th June was quoted §4 89 J to £1, that is, six per mille 
in our favour ® 


^ Cf Economist, 6th June, 1914 

» It IS mterestmg to note that Nen York-London Exchange 
quoted by the Economist at par on 4th Apnl, 1914 


was 
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Despite this almost unprecedented ingathenng of gold 
by the Continental nations, there does not appear to have 
been any actual uneasiness until the turn of the half-year 
Then the Austro-Servian imbroglio began to take definite 
shape, and the influence of the strained relations between 
the two countnes was immediately seen on the London 
market by the hardening of discount rates 

Then, on the 18th July, the news leaked out that the 
Dresdner Bank was selhng its secunties and advising its 
clients to act similarly This, as the late Sir Edward Holden 
remarked, 1 was considered to be the first semi-official 
intimation of a probable European conflict 

The climax was reached on 28th July, when the fear 
of war gave place to certainty, and discount quotations 
at once jumped to 4 per cent for three months’ bills. 

The foreign exchanges all along had indicated the drain 
of funds, and the real gravity of affairs on the Continent 
was shown by the rates current on the 28th July. Paris 
cheque, for instance, was quoted 25 f ll-I2c, Brussels, 
25 f 28-30 , Berhn sight, 20 m 53-55 pf , Vienna, sight, 
24 kr 30-40 h. , Amsterdam, 12 fl 14^-15^ c , while New 
York wired " Cable Transfers, 34 90-4 93 c " 

Before going further, we may be permitted to make 
a digression and refer briefly to the situation in which the 
principal money markets found themselves on the outbreak 
of hostilities 

Condition of Money Markets. 

Pans, it IS evident, was caught between Scylla and 
Charybdis she was embarrassed by her holdings of short- 
dated secunties as the outcome of operations financed for 
Turkey and the Balkan States, and before she could rid 
herself of this incubus, she was caught by the senous 
effects of the monetary crisis which had spread to all 
classes of society in France. Gold disappeared as if by 

* In his speech to the shareholders of the London City and 
Midland Bank, 29th January, 1915 
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magic, and heavy calls were made on all the banks in 
France for cash To stem the tide, on the 31st July, the 
Bank of France raised its rate from 3^ per cent to 4^ per 
cent, and its rate of interest on advances from 4^ per 
cent to per cent 

Berlin evidently anticipated the worst there was great 
pressure everywhere for gold, the banks were literally 
besieged, and what may be termed as " a great run " took 
place on the Reichsbank, which was said to have parted 
with gold to the value of Mks 200,000,000 The exact 
figures were not forthcoming, but tantamount to admitting 
that the withdrawal of gold had been on a gigantic scale, 
was the fact that a measure was soon passed prohibiting 
the Bank from paying out more of its gold for notes On 
31st July the Reichsbank was forced to raise its rate of 
discount from 4 per cent to 5 per cent, and its rate of 
interest on advances from 5 per cent to 6 per cent 
How far foreign exchanges went against Germany may 
be gauged from the remarks of the Economist's Berlin 
correspondent, on 30th July, 1914 " London and Pans 

cheque rates,” he says, ” have nsen to an almost unpre- 
cedented height, and gold could now be exported with 
profit to both England and France Movements of 
exchange are attributed partly to the fact that England 
and France are withdrawing their balances from Germany, 
Austna, and Russia, while the capitahsts of these latter 
countnes are sending money abroad, especially to England, 
in considerable amounts ” 

As far as the Berhn Bourse was concerned, it is inter- 
esting to recall that, by order of the President, from 
31st July no pnces were fixed on the bourse, and although 
It was announced that "transactions were confined to 
cash basis," there was no business at all in secunties 

Of our own position it is necessary to speak more fully 
It goes without saying that London early became involved 
in the great financial catacl 3 rsm Immediately after the 
outbreak of war between Austna and Servia, discount 

21— (B 1525) 
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rates were quite nominal,^ and owing to the great difficulty 
m placing bills, the market was temporarily paralysed 
for want of funds Dealers on the open market were all 
the more cnppled by the banks calling in their loans, and as 
a result, the bill-brokers were forced to seek accommodation 
by borrowing from the Bank of England and selling 
to it “ short ” bills. This was on 29th July By the 
30th July the London Stock Exchange was m the toils, 
finding itself unable to absorb the large quantities of 
secunties which had been forced on the market from all 
quarters, and the seventy of the strain led to the closing of 
the Exchange on the following morning, until further notice. 

The drain on the Bank of England's stock of gold has 
already been referred to, and on 30th July it became neces- 
sary to take precautionary measures by raising the official 
rate from 3 per cent to 4 per cent The demand on the 
joint stock banks, however, continued unabated, and in 
consequence, loans were called up in all directions, which 
simply meant that the discount brokers were again obliged 
to go to the Bank of England for assistance At the outset 
the Bank discounted their short bills at 6 per cent, but 
as the day went on, the pressure increased, and m pro- 
portion to the borrowings the Banlc raised its charges, 
until 10 per cent was charged for discounting bills with 
about fifteen days to run. On loans for a week, the rate 
was still higher, as much as lOJ per cent being charged 
and paid The rot had set m, and to check it drastic 
measures obviously were necessary, therefore the Bank 
took the unusual step of altenng its Rate on a Fnday, 
advancing it to 8 per cent London borrowings were 
not the only reason for this action , it was quite as 
much due to the heavy withdrawals of gold from the 
Banlc for foreign account, for during the day {3Ist July), 
no less than ;^1, 204,000 was taken for shipment to the 
Continent 

^ Rates on 29th July were Bank bills. 3, 4, and 6 m/s 4 J— 5% , 
fine trade bills, 3 xn/s 5%, 4 m/s 5J%, 6 m/s 5 ^% 
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As The Times remarked on the following day, 8 per 
cent IS by no means an unexampled rate in the history 
of the Bank of England, and the table, given by that 
paper, is interesting as recording the dates on which 
8 per cent or more was fixed by the Court of 
Directors 


Penod 


Rate 


Pertod 


Rate 

Oct 

25th, 

1847 

8% 

Aug 

4th, 

1864 

8% 

$$ 

19th. 

1857 

8% 

Sept 

8th, 

ft 


Nov 

5th. 

1857 

9% 

Nov 

loth. 

ft 


ft 

9th. 

f* 

10% 

Jan 

4th, 

1866 

8% 

Dec 

24th. 

$P 

8% 

ilay 

8th, 

ft 

8% 

Feb 

14th. 

1861 

8% 

•• 

nth. 

ft 

9% 

Dec 

3rd. 

1863 

8% 

$$ 

12th, 

ft 

10% 

Jan 

20th. 

1864 

8% 

Aug 

16th, 

ft 

8% 

May 

2nd. 

■ » 

8% 

Nov 

1st, 

1873 

8% 

• f 

Stir. 

ft 

9% 

f» 

7th, 

ft 

9% 

• 1 

19th. 

tf 

8% 

** 

20th, 

If 

8% 


Bank Rate, dunng 1914, was at 3 per cent from 29th 
January to 29th July, it was raised to 4 per cent on 30th 
July, to 8 per cent on 31st July, to 10 per cent on 1st 
August, reduced to 6 per cent on 6th August, and to 
5 per cent on 8th August, 1914 
Not taking into account Sunday, 2nd August, and the 
Bank Holidays from 3rd to 6th August, we may say the 
actual crisis lasted four days only We use the word 
crisis advisedly, in preference, in fact, to the much stronger 
term “ pamc," which is held by some people correctly to 
describe the situation 

Government Action 

The consensus of opinion, outside banking circles, seems 
to be that the action by the banks in calling up all their 
loans from the discount brokers and other similar borrowers, 
to some extent precipitated the cnsis, inasmuch as that 
course of action enhanced the already heavy demands on 
the Bank of England for accommodation The London 
banks, however, were not alone in their ultra-cautious 
pohcy Practically the whole Continent, from Pans to 
Petrograd, and from Amsterdam to Vienna and Rome, 
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was seeking to convert paper into cash, added to which the 
great banks in Paris and Berlin were hoarding gold against 
emergencies ^ Fortunately, the prompt measures taken 
by the Government in consultation with the Bank of 
England authorities were effectual in staying the timidity 
with which a large section of the community had begun 
to view the abnormal financial situation ; that even stronger 
measures would have been taken had circumstances called 
for them, is evident by the frank way m which the Press 
were allowed to announce, on 1st August, 1914, that pro- 
posals were under consideration for obtaining the Govern- 
ment's assent to the suspension of the Bank Charter Act 
of 1844, the effect of which would have been to enable 
the Banlc of England, if necessary, to issue notes without 
holding gold against them To paraphrase the leading 
article of The Times of 1st August, m the opinion of the 
Government that course was not then actually necessary, 
but the Chancellor of the Exchequer was understood to be 
ready to give the Bank authonty to act, merely by the 
issue of an ofiicial letter from the Treasury, and the 
announcement that should the situation require, he would 
issue the necessary letter, no doubt went far to restore 
the confidence of the City and aU connected with it 
Of the Amencan money market we need say little at 
this stage With the outbreak of war the other centres 
turned their attention to the New York Stock Exchange 
for the realization of their secunties The increased 
business was too much, even for Amencan ideas , within 
a few hours the extensive liquidation completely demoral- 
ized the market, and, after holding up bravely as the world’s 
dumping ground for the sale of stocks and shares, the 
Exchange bowed to the inevitable and closed its doors 
on 31st July, until further notice 
In the New York money market proper, the position, 
although not “ panicky,” was uncomfortable . call money 
was unobtainable — " no quotation," the papers announced , 

1 Cf Economut, 1st August, 1914 
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international exchange operations were at an end, and the 
discount market was in a state of paralysis 

Having bnefly considered the efEect of war on the 
principal monetary centres, we may pursue the matter a 
step further, and examine the manner in which the foreign 
exchanges fluctuated owing to the economic pressure on 
the world’s markets, commercial as well as flnancial 

Foreign Exchanges 

When we realize that for a penod following the outbreak 
of war the credit system of the pnnapal markets of the 
world had broken down, it is not surpnsing to find that 
the foreign exchanges went hterally to pieces, too Their 
condition from the end of July to the second or third week 
in August, 1914, almost beggars descnption The state 
of the money markets was chaotic, that of the pnncipal 
foreign exchanges — ^if there be degrees of chaos — even 
more so, and the complete disorganization of the exchanges 
did much to intensify the shock which the credit of prac- 
tically every country in the world had sustained in the 
early days of August 

The foUowmg table drawn up by the Econotmst m 


Cheques Telegraphic 
or Mail Transfers 

Rato 
just 
prior 
to War 

Since War 

Rates 
Current 
19th Dec , 
1914 

Lowest 

Highest 

Paris 

2516 

24 00 

I 25 50 

25 06 

Switzerland 

25 17 

24 00 

26 00 

25 50 

Bmssels and AntTiverp 

25 29 

24 00 

27 50 


Amsterdam 

12 15 

1170 

12 60 

12 00 

Italy 

25 50 

24 00 

28 50 

25 57 

Ma^d 

28 10 

24 45 

26 70 

25 92 

Lisbon 

46) 

35) 

41 


Petrograd 

97 20 

110 


118) 

Chnstiama 

18 30 

18 30 


19 27 

Copenhagen 

18 30 

18 30 j 


19 27 

Stockholm 

18 30 

18 30 I 

19 20 

19 27 

Berlin 

20 53) 

~ — 

1 


Vienna 

24 32 

- - - - 

i 


New York 

4 93 

4 93 

5 00 

4 88 
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Extremes quoted 
about 

Ist August, 1914 

Rates 

quoted 

19th Mar , 
1915 

Pans . 

24‘00-25*00 

25*25-25*45 

Switzerland 

Nommal 

25*92-26*15 

Brussels and Antwerp 

24 00-26 00 


Amsterdam 

11*90-12 60 

12*08-12 18 

Italy . 

26*00 sellers, no buyers 

27 80-28 10 

Madnd 

24*00-25 90 

24 30-24 45 

Lisbon 

42 

34i-35i 

Petrograd , 

125 sellers, no buyers 

113-115 

Chnstiama 

about 18*50 

19*25-19 45 

Copenhagen 


»» 

Stockholm 



Berlin 

21*00 sellers, no buyers 


Vienna . 

24 60 „ 


New York 

about 6*50 

4 79f-4 80J 


December, 1914, gives the position in a convenient form. 
We have added a column giving the actual rates in 
operation at the time this appendix was wntten, March, 
1915. 

The rates shown m this table testify to the seventy of 
the breakdown, and the universal way in which the foreign 
exchanges collapsed was one of the worst features of the 
problem with which the bankers and financiers had to 
deal 

At the commencement the stagnation in rates was to a 
very great extent the result of the wild movements in 
quotations for the various forms of capital The enormous 
monetary claims which had been m process of liquidation 
left exchange markets in a debihtated condition, and when 
markets did begin to recover, operations were insufficient 
to put the financial machinery m motion again. Let the 
reader just imagine the position Business, speculation 
and investment all over the world were in a state of inani- 
tion • not only were the principal stock exchanges and 
bourses closed stne dte, but the majority of the commercial 
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exchanges were in a like position In Great Bntain it 
became necessary to cease dealings on the London Metal 
Exchange, the Co3ee Market at Mincing Lane, and the 
Seed and Oil markets on the Baltic Exchange, and most of 
the wheat and gram centres were similarly affected There 
is no need to multiply instances, but an examination 
reveals the fact that markets throughout the entire world 
were m no better state 

Such events demonstrate in a striking degree the close 
relationship between money and the exchanges they 
show that the different forms of money in one part of the 
world are affected by occurrences on other markets, and 
the fact that there ensues a stoppage of trade and specula- 
tion in commodities such as gram, coffee, meal, oil, cotton, 
etc , may be taken as proof positive that the world's credit 
facilities are part and parcel of one great fabric — an y 
weakerang or dislocation at one point must, in conse- 
quence, react on other parts of the machinery In such 
circumstances, London, as the greatest exchange centre 
m the world, is the first to feel the effects, and the more 
exchange facilities are restncted m London, the greater 
will be the loss in other centres, for, as Mr Lloyd George 
cogently remarked, m the absence of exchange facilities, 
goods can neither be imported nor exported m an y 
appreciable quantity ' 

Apart from the interruption of communication between 
certain countnes, and the subsequent cessation of arbitrage 
business with the chief centres, it is a matter of some 


^ In its issue of 12th September, 1914 the Economtsi rather 
dissents from ttis view preferrmg to take the state of the 
exchanges and the^fficulties of tte bill market more as a symptom 
than a cause ^e bdl market cannot make trade which does 
not exist," says the editor. “ and the absence of bills merely 
testifies to the absence of trade ” ^ 

In some c^es. this was no doubt true , but many mstances 
^me under tte author's notice durmg the first few weeks of the 

fair quantities, but exchange banks 
hein^ nil °^g to the uncertamty of their 

Sfrlni procure return remittances from the countnes for 
which shipments wore destined wuuuwb ,or 
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difficulty to place the finger on the exact cause of the 
movements in rates, all we can do is to examine the 
exchanges of the more important countries and endeavour 
to trace the reasons for the nse and fall, as the case may be 

Effect on Foreign Exchanges. 

France Reference to our table will show that just 
before the war Pans cheque was quoted at 25 f. 16 c. to £1, 
but immediately the fear of war became definite, France 
proceeded to replenish her exchequer by reahzing secunties, 
cleanng out portfohos of London bills, and calhng in all 
balances held in this country. As a result, remittances 
in London on Pans were rapidly exhausted, and when the 
scarcity became pronounced, those who were under the 
obligation to remit, bought gold to send to France These, 
very bnefly expressed, are the reasons for the fall to 24 f 
to £l 

In New York, the quotation on Pans was even worse 
than the London rate, dealers being willing to give only 
one dollar for Fes. 3 25c 

Germany German exchange, from the commence- 
ment of the war to the end of the year 1914, is a complex 
subject to enlarge upon, and most people have preferred 
to study the course of the exchange with that country 
from data obtainable in New York From the vanous 
rates cabled by The Times and other correspondents, it 
IS possible to get some idea of the movements 

The par of exchange. New York/Berlm, was approxi- 
mately 95J cents to 4 marks, and New York quoted Berlm 
exchange m cents to 4 marks At the end of August the 
rate was 96| , by the end of September it had depreciated 
to 94f, and contmued to fall rapidly for the next two 
months The Royal Statistical Society’s correspondent 
gave the quotation at the end of November as 85f cents, 
or 9 7 per cent, discount on the gold parity. In the early 
days of December, there was rather a remarkable recovery, 
the rate bemg quoted on 8th December at 92J cents to 
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4 marks , but, as the same authority mdicates, the upward 
movement did not last long, and towards the end of the 
year The Times quotations on an average represented a 
discount of about per cent 

It is said that earher in the year 1914 the German 
financiers had sold a considerable part of their Amencan 
investments, and the fund created by these sales was esti- 
mated to have provided a certain amount of credit against 
which drafts could be drawn Certainly, the recovery 
in Berhn exchange in New York early in December may 
be attnbutable to credits raised by the realization of 
secunties on the New York market, since, *' the restraints 
on German trade hindered the export of goods in quantities 
suf&cient to provide the means of pa 3 mient for desired 
supphes *’ ' 

By way of a further corrective to its unfavourable 
exchange with Continental countnes, Germany sent gold 
to Holland and other Scandinavian countnes, but the 
improvement in every direction was merely temporary , 
exchange soon fell to its former low level, and by March, 
1915, the quotation, worked through Holland, mdicated 
that German exchange with London had depreciated to 
about 12 per cent 

There is a tendency m some quarters to discredit the 
statement that Germany was compelled to part with gold 
in order to pay for imports from Holland and Scandinavia, 
but facts which came to hght go to prove that she certainly 
did export gold Of the war mdemmty exacted from 
France m 1872. £6,000,000 was allocated for the special 
war chest to be kept m the Juhus Tower at Spandau 
This reserve was known to consist of a large proportion of 
Bntish sovereigns, and durmg the first week m March, 
1915, a considerable number of these corns found their way 
back to London via Scandmavia The sovereigns ivere 
those bearmg the Victoria efiSgy and the " Shield ” reverse, 
of which a large number was rmnted durmg the years 1838 
* Jotimal of the Royal Stahstical Society, January, 1915 
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to 1874 ^ Consequently, when the bankers m London, to 
whom the gold from Scandmavia was consigned, found it 
to consist of many new sovereigns bearmg the date 1872, 
it was at once apparent whence the shipment had ongmated 
Further evidence of their havmg been taken from Ger- 
many’s war chest was found m the fact that some of the 
coins were actually received m the identical bags and 
boxes in which they had been packed when leavmg the 
Bank of England forty-three years previously, and no 
little surprise was evidenced m bankmg circles when it 
became known that no effort had been made to conceal 
the place of ongm by removal of the old Bank of England 
labels 

The heavy mcreases registered m the gold reserve of 
the Netlierlands Bank from tune to time dunng the war, 
may also be taken as mdisputable evidence that Germany 
was forced to export gold to Holland m support of exchange 
and to pay for supphes. 

In the month of March, 1915, the direct rate. New York 
on Berlm, steadily depreciated the quotation on 1st 
March was 82J , on 18th March, 84 , 19th March, 83 , 
and on 20th March, 4 marks were worth only 82f cents 
On the last quotation, therefore, German exchange with 
New York showed a depreciation of 13 per cent — a per- 
centage which made foreign imports very dear for Germany, 
or, conversely, depreciated the value of her exports, if 
any were possible via neutral countnes 

Spain The other European rates all present features 
of mterest, the fluctuations m most cases being duectly 
traceable to mcreased foreign trade due to the war. Spam, 
for mstance, derived considerable benefit from the com- 
merce which was diverted to that country from France , 
m fact, dunng the early days of the war the Spams 
exchange achieved a record, bemg equal at one time to 


1 From 1838-70, 128,208,324 " 
from 1871-74, ‘‘shield” and 
concurrently 


shield " sovereigns were mn^ted 
‘* dragon " designs were used 
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about 48|d to 5 pesetas, as against the normal quotation 
of slightly over 45d 

Holland The par of Exchange, Amsterdam / London, 
IS FI 12 107 to £1, the extremes reached on the outbreak 
of war, FI 11 90 to FI 12 60, and the quotation, 19th 
March, 1915, FI 12 08-12 13c , from which it may be 
gathered that, although the fluctuations were fairly wide, 
the rate on London was, generally speaking, well main- 
tained The quotations with Holland were, of course, 
affected by the exports, and a dechne of nearly 'one flonn 
from the high rate quoted at the commencement of the 
war, recorded by the Economist in October, was obviously 
due to the greatly enhanced exports The fall, however, 
was only temporary, and rates soon recovered 

Italy Italian exchange fluctuated widely for a time, 
and was quoted at the beginmng of August, 1914, Lire 26 
to £1, the gold panty then bemg L 25 2215 = £1, approx- 
imately 3 per cent agamst Italy This was m part due 
to large imports of coal, pajrment for which was rendered 
extremely difficult owmg to the existmg financial stram 
On 19th December the rate had improved to L 25 57, but 
by 19th March, 1915, it was given m the foreign exchange 
quotations as L 27 80 to L 28 10, a quotation considerably 
m favour m England 

H.USSIA The Hussian sight exchange on London was 
quoted on 17th July, 1914, Rbl 95 75 to £10, and the 
extent of the depreciation of the rouble may be gauged 
from the quotation on 1st August, 1914— Rbls 125, which 
indicated that the rouble had depreciated about 32 per 
cent, takmg the gold par as 94 58 to £10 

The reason for this heavy fall in the value of the rouble, 
m the first instance, was presumed to be due to the large 
purchases of gold which Russia had made just pnor to the 
outbreak of war, payment for which exhausted all avail- 
able sterling remittances Some improvement in values 
was apparent by the imddle of September, when the quota- 
tion was 107i, but by the beginmng of October, viewed 
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from the Russian standpoint, the rate fell again to 120 ; 
nearly 27 per cent depreciation in Russian currency 
By the end of the year 1914, the rouble was quoted 
117 to £10 sterling, and, as we see by our list, on 19th 
March, 1915, the Petrograd quotation came through as 
113-115 

In common with other countnes, Russian exchange was 
dependent to a great extent on her foreign trade, and in 
Maich, 1915, she was sorely handicapped Her exports 
of grain, provisions, sundry raw matenals, and semi- 
manufactured products of Russian agriculture, etc , were 
restricted by the closmg of the Dardanelles, and the 
cessation of trade with Germany and other countnes 
via the Baltic ports and the railways over the west fron- 
tier. The closmg of the Dardanelles was bad enough, 
since that definitely precluded Russia from exporting 
from the ports on the Black Sea and the Sea of Azov, 
but when a considerable portion of her exports and im- 
ports ceased through the suspension of navigation in the 
Baltic, matters became senous Then, there was another 
not unimportant factor to be remembered Many of the 
ordmary commodities she habitually exported were con- 
sumed by the enormous army she was obhged to maintain 
m the field The upkeep of this army, in fact, also entailed 
the importation of a vast amount of produce and 
commodities from other foreign centres 
Summarized, the dif&culiy in pnnciple was this 
imports m Russia's case could not be paid for by exports, 
and the importers consequently were unable to procure 
the drafts by means of which, as we have shown, foreign 
indebtedness is liquidated The trouble was all the more 
acute because many importers had purchased commodities 
from abroad, which they were perfectly wilhng and able 
to pay for, but short of sending gold, no method of remit- 
tance was available, for no exporters’ drafts were to e 
purchased But here, again, the would-be remitter was 
estopped , he could not send gold, because for the time 
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being, under the law of 10th August, 1914, the exchange 
of bank notes for gold was suspended in order to protect 
the gold reserves of the State Bank of Russia 
The adverse position, as Professor Migulin^ nghtly 
pointed out, was due entirely to the fact that ivith the 
cessation of Russian export trade, the demand for Russian 
currency had been sharply curtailed, while, as the outcome 
of Russia’s need for an entire senes of foreign commodities, 
the demand for foreign currency had increased As the 
result of all this, Great Bntain’s trade with Russia had 
almost ceased, for with such a high level of exchange, it 
was practically impossible for traders in Russia to remit 
to London except at ruinous rates 
How, then, was the problem to be solved ? 

The first expedient Russia hit upon for assisting the 
exchange position, was the very natural one of shipping 
gold, of which ;£8,000,000 worth was sent to England in 
November, 1914 In order still further to ameliorate 
the adverse exchange, the Bntish Government provided 
Russia with an additional credit of £12,000,000, proceeds 
of an issue of Treasury bills on the London market The 
provision of this credit rehabihtated the exchange in a 

hmited degree — the depreciation dropped to 14 per cent 

but as the credit was largely used for financing the Russian 
Government’s own expenditure on war matenals, the 
increase in the credit did not assist much in restoring the 
normal exchange, and the problem consequently remained 
a senous one for the commercial commuraty Further 
provision therefore became necessary, and as a result of 
the histone conference between the alhed Finance 
Mimsters m Pans, the amount to be raised m Treasury 
bills on the London market was increased by £20,000,000 
to £32,000,000, * and the effect of this was to bnng down 


I Russian Supplement. 15th January, 1915 

*• His aiajestj s ^vemment agreed with the Russian Govern- 
ment m consideration of the shipment of £8,000,000 m gold from 
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the exchange to the more workable figure of Rbl 113 
to £10 

The interest this operation created in circles outside 
the sphere of banking is shown by the comments which the 
Spectator made on the occasion of the issue of the Treasury 
bills, and as the analogy drawn in that time-honoured 
penodical is a very excellent one, it is worth while quoting 

"To understand how the difficulty is to be met,'* 
says the wnter, " it is only necessary to reahze that, 
though international commerce is pnmarily a matter 
of the exchange of goods against goods, it is secondanly 
a matter of the exchange of goods against permanent 
secunties. If, for example, the Argentine railways 
want a fresh supply of rolling stock from Great Britain, 
they can obtain it by issuing new capital which will be 
taken up by Bntish investors, whose money will go to 
pay for the rolling stock, and who m return will acquire 
a permanent hen upon the profits of the railway 
Exactly the same method is being employed to meet the 
temporary commercial difficulties of Russia The 
Russian Government are now raising money upon the 
London market by means of Treasury bills The 

Russia to London, ■which took place a few weeks ago, to arrange 
with the Bank of England to wscount, under a guarantee of His 
Ma)esty’s Government, Russian Treasury Bills to the further 
amount of ;^I2,000.000, the rate of discount to be on the basis of 
the rate at which the British Government has been from time to 
time able to borrow for its own needs 

" By these means, 'the Russian Government obtains funds in 
England to the total amount of £20,000,000 Out ol tiicse, 
^8,000,000 IS to be applied by the Russian Government for yie 
purpose of providing exchange for Anglo-Russian trade luis 
exchange will be available for new transactions, as well as for tnc 
discharge of existmg mdebtedness 

" The balance of ^12,000,000 is to be used for paying coupons 
of the Russian external debt and the interest upon ouier external 
obligations of ■Oie Russian Government which arc payable m London, 
and for financing Russian Government purchases in the tinitta 
Kingdom It will not be apphed to financing purchases outside 
the United Kmgdom, except mter consultation with His iiajcstj s 
Government, in cases where the British market is iinaWe to supp > 
the arhcle required, and orders have consequently to be placed in 
the United States or Canada ” 
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money thus raised is used to pay for produce that 
Russia reqmres to buy, and the investors in Treasury 
bills acquire a permanent claim upon the Russian 
Government Simultaneously, the Russian Government 
are collecting from merchants in Russia, money owed to 
England, and giving in exchange Russian Treasury 
bills, which are handed over to the persons in England 
to whom the Russians owe the money By this means 
the Russian Government are able both to assist their 
subjects to pay debts in London and to acqmre the cash 
for carrying on the war ” 

The whole procedure is a striking instance of the manner 
in which Continental natiops hold tight to their gold when 
the odds are overwhelmingly against them, and it seems 
to be a moot question whether Russia would not have 
done better to meet her foreign indebtedness by the 
release of gold, of which metal she was reputed to have 
immense stores ^ 

America The position in regard to American exchange 
was analogous with that of Russia Following the out- 
break of war, American exchange, like that of Russia, 
became utterly disorgamzed, and the extent to which the 
dollar depreciated was even more pronounced than the 
depreciation of the rouble There were two chief causes 
for this disorgamzation in the United States currency; 
(a) the abnormal liquidation of stocks and shares on the 
New York Stock Exchange, which commenced in July, 
1914, and grew in intensity until the commencement of 
hostilities , (6) the almost unprecedented indebtedness of 
Amenca to Europe, estimated at about $250,000,000 
(£50,000,000, taking $5 to £1) In such circumstances 
foreign exchange was reported to have disappeared, which 
IS true, theoretically, since quotations were unworkable 
A few words, taken from The Times correspondent’s 
dispatch, summanze the position Sight exchange on 
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London, normally $4 86, seldom higher than $4 89, rose 
to $5 00, to §6 00, and, finally, to $7 00 — a rate never 
before witnessed 

In the ordinary course of things, New York could have 
corrected this abnormal position by shipments of produce, 
following her usual autumnal procedure, when she exports 
enormous quantities of cotton, gram, meat, and other 
food-stuffs to Great Bntain and other European countries, 
and takes bade gold for any excess balance due As she 
was debarred from making these shipments on the out- 
break of war, however, the usual means of cancelling her 
indebtedness to foreign countnes was denied her, and the 
results were disastrous m the extreme 

Gold had been leaving the States in large quantities, 
and more would have been shipped but for the suddenness 
of the cnsis It will be within the reader's recollection 
that the Kronpnnzesstn Cecthe had sailed from New York 
on 28th July, 1914, with a consignment of gold to Euro- 
pean banlrmg houses, valued at about ^^2, 000, 000, but to 
avoid capture, she put back into the Bar Harbour, Maine, 
USA, on the 4th August 

In war time New York might conceivably consider it 
inexpedient, or even undesirable to ship gold , she would 
prefer to send cotton, wheat, etc , m payment of indebted- 
ness, but with that means of settlement cut off, and pan 
passu, the bills of exchange, one’s thoughts naturally 
turn to gold Here, again, adverse factors crept into the 
calculation In normal times it was safe to estimate the 
cost of shipping gold to London from New York in large 
quantities at about $2 per £100 , the par of exchange. 
New York/London, is $4 8665 =£1, or $486 65 == £100 , 
par, plus the cost of shippmg gold, would be $488 66, and 
whenever the exchange was higher — ^say, $489*00, gold 
shipments usually commenced In the early days of the 
Great War, however, there arose exceptional circumstances, 
largely a matter of history now, but which were similar to 
those cases which economists have constantly referred to 
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in alluding to the theoretical gold points We have in 
mind the special circumstances which cause shippmg 
charges for gold to exceed the amount prescnbed m calcu- 
latmg the gold pomts In the case of the European war, 
insurance rates from New York to London rose as high as 
\ per cent on 30th and 31st July, 1914 ^ One per cent 
mcreased shippmg diarges by approximately $5 per ;£100, 
TnflVing the outgomg gold pomt $491 65, and accoimted 
to some extent for the unparalleled exchange which existed 
In view of this remarkable situation, foreign exchange, 
if not at an end, was almost tn esdreniis between New York 
and other monetary centres True, towards the end of 
August, some sort of New York rate on London, as the 
Economist remarked, was re-estabhshed at a httle over $5 
to £1, and quotations of a sort were also obtainable with 
Holland, France and Spam, all, however, quite nominal ® 
With charactenstic energy. New York soon set to work 
to remedy this senous menace to her commerce Loans 
were raised, aggregating $182,000,000 (£36,400,000), of 
which $82,000,000 was apphed to meeting New York's 
European indebtedness, and $100,000,000 to assisting in 
the rehabihtation of the foreign exchanges In each case, 
the amounts raised were m gold, which, under an arrange- 
ment with the Bank of England, was shipped to Ottawa, 
m instalments, and received by the Canadian Finance 
Minister at an agreed exchange of $4 90 to the pound 
sterhng This, as the Amencans point out, was a high 
exchange for debtors to pay, but shippmg conditions 
made it cheaper than forwarding gold to London 

The effect of this Ottawa arrangement was eqmvalent 
to opening a huge credit m London , against the deposit 
of gold the bankers were placed in the position to draw 
bills on London, thus providing a means of remittance to 
those who were under the necessity to settle indebtedness 

^ Cf International Trade and Exchanee.'H. G Brown (New Yorkl 
page 107 ’ 

* Economist, 22nd August, 1914. 
as— {B 1525) 
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A Similar arrangement was made by the French Govern- 
ment, which deposited $6,000,000 in New York with 
Messrs J P. Morgan & Co , for the purpose of re-estab- 
lishing exchange between France and the Umted States, 
which, on 31st July, 1914, reached the record rate of 
fr 3.25 to the dollar. 

We have now to examine the other side of the picture, 
the case where rates, instead of being in favour of London 
were agamst us In March, 1915, the exchange New 
York/London, touched the lowest pomt on record — $4 79 
to the pound sterlmg, or 5| cents below the import specie 
pomt, $4 84^ but gold did not leave England for America, 
notwithstandmg the fact that the rates demonstrated 
Great Britain to be debtor to the USA The reason, of 
course, was that shippmg charges, msurances, etc., during 
the war were prohibitive : but then there was the stock 
accumulated at Ottawa, which might possibly have been 
released. As a matter of fact, some of it was sent to New 
York,^ and one of the largest banks, the National City 
Bank of New York, commentmg on this gold held by the 
Bank of England m Canada, acknowledged the Bntish 
right to retain the metal, even at some sacnfice The 
Bank of England was not, as they said, obliged to receive 
gold at Ottawa durmg the autumn of 1914 m heu of pay- 
ment in London, but to reheve American distress, it 
agreed to do so at the rate of $4 90, m itself a high rate, 
yet, m the light of the adverse circumstances, cheaper than 
shippmg gold to London, 

In the case just descnbed, the cause of the rate's being 
so much against Great Bntain was our heavy debit balance. 
Durmg August, 1914, there was a balance of approximately 
$19,400,396 (£3,880,079) against New York, but with the 
re-estabhshment of exchange and the enormous improve- 
ment m Amenca’s foreign trade, the monthly balances 

» The National City Bank, New York, say a la^ amount wm 
released at tie rate of 77s 3d per ounce for gold Eagles, equal to 
$4 81 to £1 
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against London advanced by leaps and bounds, and were 
given as, September, $16,341,722, October, $57,305,074 , 
November, $79,299,417 , December, 1914, $131,863,077 , 
January, 1915, $145,536,103 
In dealing with Amencan exchange we have thus 
examined two extremes , one where exchange went far 
above the outgoing specie point, and the other where 
exchange fell below the incoming specie point, and the 
question anses how are the sellers of bills affected in such 
cases ? Bnefly, ivith the high rate, say $6 to the pound 
sterling, the seller of sterling bills could only sell his bills 
at that pnce to the person who was obliged to remit to 
Great Bntain, and as the latter found it impossible to 
send gold, he was faced with a heavy loss , consequently, 
such conditions spread over a vast number of transactions 
meant rum to a large section of the Amencan public, 
hence the action taken to remedy the trouble 
In the other case, it is the sdlerof sterling who would suffer 
Low exchange indicates, among other things, a large supply 
of bills, and in times of cnsis holders of bills are unduly 
anxious to obtain cash, even at a sacrifice, and there will thus 
be a large mass of creditors selhng bills at the lower rates 
rather than wait for the gold which must come sooner or later 
The same pnnciple holds good when it is the banks 
operating the high interest rates prevailing at such 
times, make it unprofitable for either side to be out of its 
money, even for relatively short periods, as the interest 
charges will speedily absorb any profit which might be 
obtainable by importing gold from abroad the time taken 
for the gold to amve is the adverse factor in the case 
Some account must also be taken of the increased risk 
and other adverse factors which we have mentioned, all 
of which militate against the influx of gold 
In this appendix, it has been possible to touch on but a 
few of the complex monetary problems ansing out of the 
abnormal situation m which the world found itself during 
the Great War, but sufficient has been said to mdicate the 
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force of the economic pressure resultmg from the war upon 
centres both near to and far removed from the scenes of 
conflict, and all thmgs considered the advantages to any 
particular country are infinitesimal 
Smce these remarks were written, the principal rates of 
exchange between this country and foreign centres fluctuate 
in a remarkable manner In some cases the levels reached 
broke all previous records, and although various remedies 
were applied, their cumulative effect was not sufficient to 
counteract the adverse mfluences which subsequently arose 
Most of the European nations except Great Britain appeared 
to have abandoned all pretence at mamtammg the gold 
standard , many also prohibited the export of gold, and 
in default of gold shipments no one was m a position to 
perceive, much less discuss, the final effects of the other 
correctives which the great financiers of two Contments were 
seelong to evolve The following tables, which appeared in 
early editions of this book, wiU give the reader an idea of 
how rapid was the depreciation of currency. 


TABLE OF FOREIGN RATES OF EXCHANGE ON LONDON 


Paris 

Berlin 

Vienna 

Amsterdam 

Christiania 

Stockholm 

Copenhagen 

Petrograd 

Italy 

Stritserland 

Madrid 

Lisbon 

Aleamdria 

New York 

Montreal 

B Aires 

Rio do Jan 

Uont'vid’o 

Valparaiso 

Calcutta 

Bombay 

Madras 

Hong Kong 

Shanghai 

Singapore 

Yokohama 


francs to £z 
marks to £i 
kronen to 
florms to £x 
kroner to £i 
kroner to £i 
kroner to £t 
roubles to £10 
lire to £x 
francs to £t 
pesetas to £x 
pence toescudo 
piastres to £x 
dollars to £x 
dollars to £x 
pence to dols 
pence to mils 
pence to dols 
pence to peso 
ster to rupee 
ster to rupee 
ster to rupee 
ster to dollar 
ster to tael 
ster to dollar 
ster to yen 


Rate 
Mar 8, 
1921 


Rate 
Oct 31 
1919 


53 85 
*43 
x8 00 
II 36 
24.(10 

17.43 
33 50 

tod 
33 33 l 
27 99 
6d 
97i?i 

3 9od 

4 44 
48! 

48 ! 

'>h 4 

;(i 

a/ii 

33|3 

e/5* 


36.75-25 96* 
xa8 

10 99-11 14 

18 36-16 83 
17 42-16 24 

19 58-17 36 

45 15-30 *5 
23 35-22 85 
21 83-23 64 
26Jd -33* 
97l-97i . 

4 i6i-t.76A 
4 314-4 63i 

55 I- 51 W 

* 499 - 134 ^ 

58 S- 594 d 
n4-ioSd 
2S ojd-is 6d 
2S o|d-is 6d 
2S oid-xs 6d 
4s 64d-3S 4id 
6s 90-58 2d 

2S 4id-2S-4sfcd 

as 5id-3S ijd 


Rate 
Dec 28, 

19*7 


Usance Par 


27 . 19*31 

xo 94*98 

14 . 37-44 

14 13-25 

15 20-30 
357—362 
39 75-80 
20 70 80 

19 55 - 65 , 
29 i — 304 

4 76A--fi; 
4 78-784 
534—544 

gJUi 

18 * 5 - 5/16 
IS 5 - 5 A 5 

IS S-Sri-o 
3S od 

as 4-4*0 
as ig-ajd 


Cheques 

Sight 

Sight 

Cheques 

Sight 

Sight 

Sight 

Sight 

Sight 

Sight 

Sight 

Sight 

Sight 

Cable 

Cable 

TT 

90 days 
TT 
90 da>s 
TT 
TT 
TT 
TT 
TT 
TT 
TT. 


95 924 

90 40 
24 03 

19 107 

18 159 
18x39 
xB 139 
94 57, 
33.334 
33-334 

33 334 
334ji 

974 

4861 
486} 
47 580, 
x6 
SI 

IS 4d. 
IS 4d. 
IS 4d 


34 58 d. 
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War Exchanges. 

The tendency of the newspapers dunng the war w’as 
to refer to the rates between the belligerent countries and 
neutral nations as War Exchanges The Eco7wmtst, for 
instance, gave some useful figures showing, tUer aha, 
the value on the money markets of New York, Amsterdam, 
and Switzerland of the unit of exchange from Germany, 
Austria, Russia, France, Italy, and Great Britain Such 
details are of unusual interest both for purposes of com- 
parison and for future reference , consequently, we give 
tables showing the movements during the war and after 
The quotations arc the sight rates which were in operation 
in each market on the dates indicated 
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We have added a column giving some of the latest rates 
ruling on 3rd March, 1921. 

Satisfactorily to explain the reasons for the stnking 
movements in exchange revealed by these quotations 
would require a book by itself, but, in brief, we may say 
that in those countries with rates heavily against them- 
selves, the depreciation was due to two chief causes: first, 
failure to ship gold in support of exchange; secondly, 
excess note issues 

We have referred to the fluctuations m the value of the 
pound sterlmg m New York, and, as we have shown, 
immediately precedmg the war, the rate for cable transfers 
on London m New York was abnormally high It was, 
in fact, quoted at $7 to £1 on 1st August, 1914, though 
it is doubtful if much busmess was done at the pnce At 
the end of 1914 the rate was down to $4 86f, and it con- 
tinued to fall, until m July, 1915, the quotation was 
$4 77c for {,1 Then the Bntish Treasury took action to 
support exchange, and they mstructed the Bank of Eng- 
land to purchase American Dollar Secunties in London 
and to transmit them to New York for sale. These opera- 
tions were contmued until the close of that year, by which 
time some $233,000,000 worth of secunties had been pur- 
chased The range of fluctuations was from $4 77c to 
$4 51c On 15th December, 1915, Insurance and Trust 
Compames were mvited to sell or to loan to the Treasuiy 
the Amencan dollar secunties they possessed; and on 
31st December, a similar mvitation was issued to the 
general pubhc, and a Committee was appomted by the 
Chancellor of the Exchequer to direct and control the 
vanous operations on behalf of the Treasury 

Various methods of inducing the public to sell or to loan 
their securities to the Government were earned out from 
time to time, but ultimately, as the amount placed at the 
disposal of the Treasury fell short of that required for 
support of exchange, other means were adopted In May, 
1916, there were no fewer than 909 securities which the 
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Treasury was willing either to purchase or to accept 
on loan A special request for increased support was 
issued and, on 29th May, a resolution of the House of 
Commons provided for an additional income tax of 2s 
m the £ on such securities as the Treasury, by means of 
special lists, declared its wiUmgness to purchase This 
resolution was subsequently embodied in Section 27 of 
the Finance Act, 1916, which imposed the tax on securities 
to be specified, which were not placed at the disposal of 
the Treasury These steps were very effective and induced 
a large increase in both sales and deposits Additional 
securities were added to the pubhshed hsts from time to 
time and vanous plans carried into effect for disposing 
of them on terms fair to the owners Then, on 11th May, 
1917, the acceptance of securities on deposit was dis- 
continued, except as regards such securities as were sub)ect 
to the additional income tax of 2s in the £, but the 
purchase of securities was retained 

During the time the operations of the Committee 
continued the nominal amount of secunties deposited 
was • Sterlmg secunties, £307,607,063, dollar secunties, 
£648,314,720, other currencies, £21,096,800 

Other securities were purchased for the purpose of 
maintaining to a modified extent the exchanges between 
London and Holland and the Scandmavian centres 

The scheme came to an end by the abandonment, 
on 6th April, 1919, of the additional income tax on 
bonds retained by holders, and the cessation of pur- 
chases on 28th April, 1919 The return of registered 
stocks (£67,615,000) had been commenced on 1st April, 
1919 

The result of the endeavours to maintain the New York 
exchange, to which the operations of the Committee con- 
tributed, was that practically a uniform rate of $4 76 - 35 pc 
to £ 1 , was maintained until 21st March, 1919, when the 
control of exchange was removed, and the market left to 
follow its own course 
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alterations m, 152 
, its mfluence on ex- 
change, 144 et seq 

. movements m Great 

War, 307 

Bankers' bU 3 nng and selhng 
rates, 58 

commissions, 127 

mvestments m bills, 139 

Banks as clearmg agents for 
forward exchange, 106 
Banks' covermg operations in 
forward exchange, 107 
Barter, 172 

Bolga, gold content of, 194 


Belgium, devaluation of cur- 
rency, 193, 194 

stabilization, 194 

Bill-brokers, operations on Lon- 
don market, 285 
Bill of exchange, definition of, 8 

, discountmg of, 283 

, early example of, 17 

, Florentme’s use of, 

17 

, ongm of, 16 

> remittance of,16 

, Roman use of, 16 

, use of, by Venetians, 

17 

BiUs, bank paper, 288 

discounted on London 

market, 283 et seq 

, documen'te on acceptance, 

261, 292 

, onpayment,260,292 

, fmance, 276 et seq 

for collection, 259 

foreign agencies, 291 

■, domicile bills, 290 

house paper, 280 

, mterert, 255 

, kite flyers, 279 

limit of price, 33 

-, trade or white paper, 288 

Treasury, 295 

.^Treasury tenders for, 297 

■ of Ladmg, 246 

Brazil, bills of exchange, 274 

Cable rate, 81 
Call loan, security for, 294 
Capital issues m United King- 
dom, 129 ^ 

Central and South American 
exchange rates, 74, 75 
Chile, bills of exchange, 273 
Chma, ancient money of, 220 

• bills on, 255 

, currency of, 219 

-, demonetization of silver 

226 

— — exchange fluctuations, 223 

, loan and mortgage baTiirc^ 

222 

» silver, effect of deprecia- 
tion, 223 

. . export duty on, 225 

problem m, 220 
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China, tael superseded by dollar, 
225 

Clean credit, 235 

, credits, bills draivn under. 

244 

Clearing agreements, 171 ei seq 

, banks and exchange rates, 

50 et seq 

Colombia, bills and exchange, 
274 

Confirmed banker’s credit, docu- 
ments involved, 231, 242 
Credit mformation, 252 
lists, 252 

Credits, see under — ' 

"Clean", "Confirmed Bank- 
ers”, "Documentary", 
" Irrevocable " , "London 
Acceptance", "Omnibus", 
" Packing " , " Revolvmg " 

, bills drawn under, 242 et 

seq 

by France and USA to 

Great Britain, 164 

, documents used under, 242 

, use m foreign trade, 229 

et seq 

Crop requirements, advances 
for, 280 
Crore, 218 

Currencies, stabilization of, 189- 
197 

Currency and Bank Notes Act, 
1928, amalgamation of 
note issues, 153 

and Foreign Exchange, Re- 
port of Committee on, 
149 

bills, 251 

, overvaluation of, 175 

Czechoslovakia, devaluation, 197 

Debts, buying and selling of, 9 

, price of, 6 

Demand bills, 65 et seq 
Devaluation of European cur- 
rencies in 1936, 189, 197 
Direct exchange, 82 
Discount market, the, 283 et seq 

, the bills ivith which 

it has to deal, 284 
Discountmg, 283 
Documentary credit, 236 

•, bills drawn under. 


Documents on acceptance bills, 
292 

on payment bills, 256, 292 

Drachma, 196 

f 

Eastern bills, 255 et seq 

exchanges, 198 et seq , 219 

et seq 

Empire rates of exchange, 76 
England, free gold market, 43 
Exchange, an^ysis of mfluences 
that affect, 114 et seq 

arbitrage and its effect, 133 

, in spot and forward 

exchange, 137 

as per endorsement, 112 

, Australian, 266 et seq 

, Austrian during War, 192 

, Bank rate, influence of, 

144 

basic rates for, 86 et seq 

, Chma, 219 et seq 

effect of over-issue of notes 

on, 182 

Equ^ization Fund, estab- 
lishment of, 
in Great 
Britam, 167 
et seq 

Dutch, 195 

French, 190 

, use of, 169 

, favourable, 115 

, forms of, 17 

, German,durmg Great War, 

191 

Hong Kong, 223 

, influences that affect, 119 

, movements m Great War, 

301 

, New York quotations, 73 

Neiv Zealand, 267 

quotations, 51 et seq 

rates, fluctuations m, 119 

restrictions and clearing 

agreements, 171 et seq 

restrictions, cause of, 171 

^ methods of elimma- 

ting, 112 

, Russian, 183 

, South African, 268 

, South and Central Amer- 
ican, 272 

, unfavourable, 115 
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Exchanges and purchasing 
power parity, 179 
, Central and Soutli Ameri- 
can, 74 

during Great War, 301 et 

scq 

— , effect of foreign loan flota- 
tions on, 129 

, of Gt Britain’s de- 
parture from Gold Stan- 
dard, 160 

, fa\ Durable and unfa\ cur- 
able, 115 ct scq 
, stabilization of, 1S9 

Far East, bills on the, 255 
Fmance bills, 276 et scq 
, their effect on ex- 
change, 130 
Fine gold, 23 

Fmeness, sec "Gold corns” 
Fixed exchange, 53, 55, 56, 81, 
82 

Florcntmcs, their use of bills, 17 
Fluctuations in exchange, 119 
etseq 

Foreign agency bills, 291 

bills as cover for note 

issues, 141 

domicile bills, 290 

exchange, basis for, 8 

, meanmg of, 4 

quotations, list of, 51 

rates, see "Rates'" 

inW^ar, 301 etseq 

table, the, 48 

-, theory of, 6 


exchanges and Great W^ar, 

301 et seq 

Forward exchange, 97 et seq 
, banks covenng oper- 
ations, 101 et scq 

contracts, purpose 

of, 106 

deals, covenng for, 

106 

, how mterest rates 

affect it, 101 et seq 

operations, bankers' 

cover for, 102 

, option deaimgs, 109 

et seq 

quotations explamed, 

103 et seq 
rates, analysis of, 103 


Franc, French, gold content, 190 
France, mint par, 25, 26 
— , Stabilization Act of 1928, 
190-192 

— . "de facto." 192 

— "de ]urc,” 190 

— dc\ aluabon in 1936- 
1937, 191-192, 195 
Funds, methods of transferrmg, 
62 

the laj ing dowm of, 63 

Germans, note issues during 
Great W ar, 187 
— , parity w ith London, 193 
— parts with gold in Great 
W'ar, 302 

— , Rentcnmark, 193 
— , stabilization, 192-3 
Go-downs, 262 

Gold bars sold by Bank of 
England, 44 

basis for bills on London, 

121 

"bloc." end of, 195 

Bulhon Standard, 43 

corns, fineness of, 26 

Exchange Standard, 200 

fine, 23 

movements, effect on ex- 
changes, 41 

in, Great War, 302 

points, 29, 35, 45 

, basis for, 45 

, export to New York, 

36 

import with New 

York, 37 

, position of, m 1937, 

46 

with New York, now 

basis for, 38 

shipments by bankers, 40 

Specie Standard, 44 

standard, abandonment by 

Great Britam, 160 

Act of 1925, 43 

, object of, 

44 

Grains and grammes, 24 
Great Bntam, monetary agree- 
ment with USA and 
France, 321 

Bntam's balance of trade, 

122 
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Greek drachma linked to ster- 
Img, 196 

Hoixand, devaluation, 195 

mmt par, 25, 27 

Hong-kong, bank note circula- 
tion, 222 

Currency Commission, 222 

, demonetization of silver, 

228 

, e'tchange fluctuations, 222 

Hot Treasury bills, 298 
House paper, 280 
Hypothecation, letters of, 248 
Hj^othetical par of exchange, 20 

Ideal par of exchange, 20 
Imports and exports, payments 
for, 12. 13 

Inconvertible notes, 180 
India and silver problem, 199 

, changes m value of rupee, 

200, 203-204, 209 et seq 
, Council Bills and tele- 
graphic transfers, 205 

, Council remittances, 200 

et seq 

, Currency and Exchange 

Committee, 209 

, Gold Bullion Standard, 

adoption 
of. 212 

, , suspen- 
sion of, 214 

, exports, 216 

, Hilton Young Commission, 

212 

, rupee, 218 

, , stabihzation of, 213, 

214 

, sales of sterlmg bills, 204 

, sterlmg, government pur- 
chases of, 213 

Indian currency, nomenclature 
of. 218 

Government, silver sales, 

224 

Indirect exchange, 82 
Insurance, certificates of, 247 
Interest bills, 255 
International indebtedness, basis 
of, 11 

trade, theory of, 119 

Invisible imports and exports, 
122 


Irrevocable credit, 234 
Italy, devaluation 194, 195 
stabilization, 194 

Kite flyers, 279 

Lakh, 206, 218 
Latvia, devaluation, 196 
Letters of credit, effect on ex- 
change, 132 

Lira, gold content of, 194 
Loans and their mfluence on 
! exchange, 129 
London acceptance credit, 237 
, bills drawn un- 
der, 249 

bankers' acceptances, 249 

Long exchange, 84 

, the charges factor, 92 

rate, calculation of short 

rate from, 92 

MacLeod on Banking, 6 
Marginal deposit receipt, 258 
Mmt par and gold pomts, 29 

calculations, 23 et 

seq 

of exchange, 19 

Monetary units, nomenclature 
of, 68-69 

Money and wheat, 6 

as a commodity, 174 

markets m Great War, 304 

, velocity of circulation, 176 

Moscow exchange rates, 82 
Movable exchange, 52, 55, 82 
Mun-Thomas on Foreign Trade, 

7 

Netherlands, The, see "Hol- 
land" 

New York, exchange quotations, 
73 

, gold pomts, 35 

, mmt par -with, 35 

, new gold pomts with, 

35 

New Zealand, bills drawn on, 266 
etseq 

, Exchange rates, 77, 

267 

Omnibus credit, 239 
"On Change” table, 49, 83 
Opmion hsts, 252 
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Options in forward exchange, 
109 

Outward shipments, financmg 
of, 254 

Packing credits, 281 
Paper currency, effect on ex- 
changes, 174 

money and War, 182 

Paraguay, bills of exchange, 273 
Par of exchange, see — 
"Hypothetical Par”, "Ideal 
Par ' , "Mmt Par” , "Practical 
Par”, "Relative Par” 
Partial dehvenes, 261 
Permutations, 16 
Phihppmes, currency of, 201 
Practical gold pomts, 37 

par of exchange, 21 

Price level, 177 
Purchasmg power parity, 177 

Quantity theory of money, 174 
et seq 


Rate of exchange, buildmg uj 
of, 57 et seq 

Rates, see "Australia”, "Nev 
Zealand”, "Soutl 
Africa” 

.brokers' method of quot 

mg. 67 

, double-barrelled, 67 

of exchange, analysis of, 6! 

et seq 

. mter-connexion, 87 
— — , wholesale and retail, 67 
"Receptum argentaru,” 16 
Reichsmark, gold content of, 19; 
Relative par of exchange 22 
Rentenmarks, 193 
Reverse Councils, see "India” 
Revolvmg credit, 239 
Rhodesian rates, 79 
Roman system of exchange, 16 
Royal exchange, 49, 83 
Rupee, see "India” 

Russian exchange, 82 
~ m Great War, 183 


Sale of Goods Act, 247 
Smpping services, 126 
Mort and long rates, influences 
affecting, 92 

~ exchange, 84 et seq , 

■ — . range of rates, 87 


Silver, see "Chma” and "Hong- 
Kong” 

, America's purchases, 224 

et seq 

appreciation and deprecia- 
tion of, 199 

exchanges, 198 See also 

"China" and "Hong- 
Kong” 

Purchase Act, see 

"America” 

Sixty day rates, 66 
Sou'& Africa, bills drawn on, 
268 

, bniong rates on, 78, 

80 

African exchange rates, 77, 

etseq 

and Central America, bills 

drawn on, 272 
Sovereigns m India, 204 
Specie pomts, 29 
Spot and fonvard exchange, 
arbitrage m 137 et seq 
Spread m exchange, 64 
Stabilization, see "Austria”, 
"France”, "Ger- 
many", "Belgium”, 
and "Italy” 

"de facto,” 190 

"de ]ure.'' 190 

Stock Exchange influences on 
exchange, 128 
Swaps in exchange, 108 
Swiss franc, gold content of, 
195 

Switzerland, devaluation, 195 
Syngraphae, 16 


Telegraphic exchange rate, 85 

transfer rates, 65 

Tel quel rate of exchange, defi- 
nition of, 95 

, computafron 

of, 96 

Trade paper, 288 
Trade, b^ance of, 122 

conditions m exchange, 

120 

, influence on exchange, 14 

Travellmg letter of credit, 229 
Treasury bills, 295 
Tripartite Agreement, 192 
Trust receipte, 262 
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Trust receipt facilities in XJ S A , 
271 

receipts, 262 

Turkey, currency linked to ster- 
ling, 196 

Turkish pounds, 197 

Unconfirmed bankers’ credits, 
232, 244 

United Kingdom, balance of 
payments, 125 ei scq 


Umted States of America, see 
“America” 

Uruguay, bills of exchange, 273 

Venetians, bills used by, 17 
Velocity of circulation, 176 

War exchanges, 309 et seq 
“White paper,” 288 
World Economic Conference, 
Silver Agreement, 224 
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